WILLKIE FARR & GALLAGHER 1.» MEMORANDUM

TO: Files
FROM: Willkie Farr & Gallagher LLP
RE: Interview of Hedy Griffiths on October 20, 2005

DATED: November 8, 2005

On October 20, 2005, Michael Schachter and Michael Shapiro, in Willkie Farr &
Gallagher LLP’s capacity as counsel to the Audit Committee, interviewed Hedy Griffiths from
the City of San Diego Wastewater Department, at the City Administration Building (“CAB”),
202 C Street in San Diego, in a conference room on the third floor. Ms. Griffiths was not
represented by counsel and nobody else was present at the interview.

The following memorandum reflects my thoughts, impressions and opinions
regarding our meeting with Ms. Griffiths and constitutes protected work product. It is not nor is
it intended to be a transcript of the interview.

Warnings

Mr. Schachter informed Ms. Griffiths that we represent the Audit Committee and
we do not represent any employee personally. He stated that our conversation may be kept
confidential and considered attorney work product, but this privilege belongs solely to the City.
He informed Ms. Griffiths that the owner of the privilege is the City and the Audit Committee,
not her. He stated that we will issue a report which may disclose the substance of the interview,
which disclosure she cannot prevent. Mr. Schachter said that the report may be viewed by
government officials and therefore it is especially important to be accurate and truthful.

Background

Ms. Griffiths began work with the City of San Diego in 1985, working as a clerk
in the Police Department, after receiving a degree in Social Science. She then worked for the
equipment division and was transferred after three years to Environmental Services. In 1989,
Ms. Griffiths became employed by the Water Department and was involved in wastewater,
where she worked on Clean Water Grants and other grants. She was transferred to Special
Projects, which became the Metropolitan Wastewater Department, and worked there from 1989
to 1993. Thereafter, she was transferred to the Risk Management Department where she worked
for three years. When her position was cut in 1994, she began to work for the Wastewater
Department and has been working there ever since. At the Wastewater Department, she handles
contracts for the Participating Agencies and both the clerical and computer sections report to her.
Ms. Griffiths currently has a staff of seven and does the billing for metro and the City for sewage
treatment. She also works on flow monitoring. She reported to Bill Hanley, Deputy Director of
Services and Contracts, in 1997.



Wastewater Issues

Mr. Schachter asked Ms. Griffiths to review Exhibits 1 thru 11. She stated that
they were familiar and that she has a “pretty good memory of it.” Mr. Schachter asked Ms.
Griffiths to read Exhibit 1, a December 14, 1994 memo from David Schlesinger re: “Support
Requirements for Strength-based Billing for the Participating Agencies” (EA00167-00169). Ms.
Griffiths stated that she came back to the Wastewater Department in June 1994 and became
involved with agency contracts. She reported to Chuck Mueller, Deputy Director of Services.
Within the Metropolitan Wastewater Department, Mueller reported to David Schlesinger. She
said that clean water grants are available under the Clean Water Act to help sewage systems
upgrade. One of the accelerated grant projects was the Point Loma upgrade. North City was not
on line until December 1994 and she was not sure when Point Loma came on line. The South
Bay plant went on line only two or three years ago.

Ms. Griffiths said the State Water Resources Control Board (“SWRCB”) is an
organization to administer and review Clean Water Act grants. She had contact with the
SWRCB because the SWRCB audited the 1977 Point Loma grants. She had a dispute with the
SWRCB over $22 million in grants and was able to prove the costs. As a result of the dispute,
her department received an additional $1.3 million in grants. She was familiar in 1994 with the
SWRCB “fair and equitable” guidelines, which means each party pays based on COD,
suspended solids, and flow. Ms. Griffiths stated that the “fair and equitable clause” means that
you cannot charge other municipalities more than you charge your own customers. She knew it
was a requirement of the State in 1994 to pay based on these parameters.

Strength based billing (“SBB”) is billing based on strength and flow. It was a
team effort to determine how to implement SBB in the Participating Agencies (“PAs”). She
worked with Richard Martinez, Bill Butler and the consultants, Montgomery Watson. When
asked how she added SBB to the billing for the PAs, she said they did sampling since 1995.

Ms. Griffiths viewed Exhibit 2, a January 31, 1995 letter, revised February 8,
1995, from F.D. Schlesinger to Ronald R. Blair, re: strength-based billing (COS002650-002662).
The SBB for the PAs was designed by Bill Butler and the Montgomery Watson Group. There is
a State requirement to bill users based on costs for removing organics, for people as well as the
PAs. The first job was to deal with sewage treatment costs at the agencies before the costs could
be passed on to customers. The next step would involve changing user rates. She focused on the
PAs but knew, and she felt Blair may have mentioned, that rates for municipal users needed to be
revised as well. She feels strongly that Blair knew that sewer user rates did not include organics.
Blair’s boss, Frank Peters, was involved in the 1990 revenue plan, which involved flow and SS,
and Peters had met with the PAs to tell them why they needed to account for total SS. She said
the next step would involve sewage treatment including COD/BOD. She recalls Blair saying
something like, “next will come the muni sites.” She recently heard gossip from members of her
department that Blair was claiming he did not know that sewer user rates did not include
organics. She identified these individuals as Mick Gammon and Rich Enriquez. They told her
that Blair was aware and knew that the City did not account for organics. She does not recall
how they knew about Blair’s awareness and knowledge. She later said that she learned from
Michael Aguirre’s report that Blair claimed not to know about the City’s noncompliance
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regarding municipal customers. She recalls informing Blair that the structure for municipal
customers did not include organics.

Ms. Griffiths reviewed Exhibit 3, Strength-Based Billing Meeting Minutes of
March 8, 1995 (COS002647-002648). She does not know what the letters, “SSD” listed after her
name mean.

Ms. Griffiths reviewed Exhibit 4, a March 24, 1995 memo from Sudhir Mohleji to
William Kennedy, Pete Wong, and Hedy Griffiths re: “Flow/Suspended Solids/BOD Allocation
Factors for 1994 Capital and O & M Costs” (EA00067-00069). She was familiar with the three
approaches delineated in the memo. The Design Approach involves a design perspective; it aims
to build the facility to accommodate processes. The Function Approach involves an operation
perspective; it aims to process SS and determine flow. The Functional Design Approach is a
combined system and involves both the design and functionality of facilities.

Ms. Griffiths identified Sudhir Mohleji as a Montgomery Watson consultant.
Other Montgomery Watson consultants include William Kennedy, Robert Martinez, Victor
Occiano, Paul Findly and Bill Butler. She said Montgomery Watson looked at all facilities to
designate costs based on SS and COD.

About Exhibit 5, an April 5, 1995 memo from Hedy Griffiths to Alan Langworthy
via Charles E. Mueller, Jr., re: “Selection of COD vs. BOD as Basis for Strength-based Billing of
PA’s” (COS002644-002646), she does not know why the State directed the City to develop a
new billing method for PAs. She did not hear anyone say not to change the billing for the City
and only change it for the PAs. Mr. Schachter did not ask Ms. Griffiths about Exhibits 6 thru 11.

Ms. Griffiths was asked about Exhibit 12, a May 9, 1995 letter from F.D.
Schlesinger to Ronald R. Blair re: strength-based billing for the PAs (DK 02266-02276), which
referenced Exhibit 13, a September 30, 1994 letter from Ronald R. Blair to City Manager Jack
McGrory (DK5453-5454), in which Blair tells the City to include BOD/TSS with the PAs. She
is responsible for billing the PAs. The Water Department Customer Information System (“CIS”)
bills users within the City of San Diego and sets industrial rates, as well. She noted that Q equals
flow. She vaguely remembers the May 9, 1995 letter. Mr. Schachter asked Ms. Griffiths about
page DK2271 and what the second paragraph entitled, “Systemwide Q/SS/COD Totals,” means.
She said that a system-wide basis means that all facilities are involved. A system-wide basis
looks at the regional system as a whole regarding flow/SS/COD and, based on a sampling, the
costs for the individual PAs are determined. The May 9, 1995 letter did not tell Blair that
system-wide sampling would mean revised rates for users within the City.

Ms. Griffiths prepared Exhibit 14, an August 18, 1995 memo from Hedy R.
Griffiths to Bill Hanley regarding SWRCB Feedback - EPA Grant Project No. C-06-1092
(DK02310-02311). She knew grants could be taken away if requirements were not fulfilled.
She prepared page two (DK02311) to make Hanley aware of that and to emphasize it. She was
reporting to Hanley in August 1995 and had been reporting to him since July 1995.



Ms. Griffiths explained the issue of “right of way” payments. She said right of
way payments involve costs associated with handicapped curbing. If metro is tearing up sewage
lines, it would put in a handicap curb in the road for wheel chairs. The PAs objected. The City
conceded the issue and does not charge the PAs for “right of way,” but municipal customers pay
for the costs involved.

Mr. Schachter asked Ms. Griffiths about Exhibit 15, a January 23, 1997 facsimile
from Mike McKee of Chester Engineers to Ms. Griffiths re: “Information for Sewer Cost of
Service Study” (COS007386-007388). Ms. Griffiths responded that the Sewer Cost of Service
Study was implemented in Fiscal Year 1998 for the PAs, six months before a Cost of Service
Study was done for San Diego City residents. Chester Engineers came out to see SBB for the
PAs and Griffiths explained to them how it was done for the PAs. Chester Engineers later
became Pinnacle.

Ms. Griffiths reviewed Exhibit 16, a March 14, 1997 e-mail from Hedy Griffiths
forwarding a March 12, 1997 e-mail from Corinne (Smith) to Debbie (VonWaselle) re: “the
possibility of adding COS criteria into the sewer rate structure and CIS” (COS002099). Corrine
Smith handles industrial and commercial customers in the Water Department. Smith provides
these customers with the correct classification but does not establish the charges. In 1997, Rod
Rippel established the charges. The “Debbie” in the e-mail is probably Debbie VonWaselle,
Deputy Director of Water Department Services. She said “Jerry” is probably Jerry Williams or
Jerry White from the Water Department. Dennis Kahlie handles rate structures. CIS is the
Customer Information System which calculates and charges the sewer rates for people inside San
Diego. Ms. Griffiths and Robert Martinez from Montgomery Watson were working on dealing
with the sewer rate structures with the PAs.

Ms. Griffiths prepared Exhibit 17, minutes of a Sewer Classification Meeting held
on March 18, 1997 (COS002100-002101), but does not recall the meeting. She was asked to
provide her input regarding the municipal customers, even though they were not her
responsibility. Dennis Kahlie and Phil Moffitt hired Chester Engineers. Corinne Smith still
works for San Diego, but Mary McKinnon has since left San Diego’s employ. Armando
Villarino still works for the City. The purpose of the meeting was to discuss the need to
implement SBB for municipal customers. Smith was involved in the effort to implement SBB
for municipal customers, working with Kahlie and Martinez, probably at the request of Jerry
White. In implementing SBB for municipal customers, Ms. Griffiths believes Smith was
working under Jerry White, in association with Kahlie.

Ms. Griffiths reviewed Exhibit 18, handwritten notes dated July 24, 1997
(COS2104). The notes were not hers, but may be Mary McKinnon’s.

Ms. Griffiths reviewed Exhibit 19, an August 8, 1997 memo from William J.
Hanley to Coleman Conrad re: “Implementation of Strength Based Billing” (COS002108-
002109). She is copied on the memo and it relates to billing municipal customers. The
Financing Services Staff are Kahlie and Moffitt. She said that the proposed schedule for
implementation was “unreachable.”



Ms. Griffiths reviewed Exhibit 20, an August 13, 1997 letter from Hedy R.
Griffiths to Ron Blair re: “First Quarter Fiscal Year 1998 Invoice to Participating Agencies.” In
her correspondence with Blair, she dealt with the PAs so the letters did not include municipal
customers. She does not know if Blair was receiving separate letters regarding municipal
customers.

Ms. Griffiths reviewed Exhibit 21, a September 22, 1997 letter from Ronald R.
Blair to Hedy R. Griffiths re: “approval of a draft revenue program” (MWWD-BH0222-0223).
The letter was sent to her by mistake and should have been sent to Mick Gammon, who oversees
Enriquez and the SRF grant/loan process. Before she worked with agency contracts, she was
involved with grants. She sent Exhibit 21 to Hanley, Gammon, and Enriquez, and noted that her
handwriting appears on the document. The SRF requirements are different than the grant
requirements, but she does not know what they entail. She said that the user rate structure must
be compliant with SRF guidelines.

Ms. Griffiths reviewed Exhibit 22, undated handwritten notes (DK 5423). It was
not her handwriting.

Ms. Griffiths stated that there was no pressure to delay rate structure changes for
the PAs. She did not hear of pressure to delay changing municipal user rates.

Ms. Griffiths stated that Exhibit 23, an August 31, 1998 letter from Hedy R.
Griffiths to Ronald R. Blair enclosing a fully executed Regional Wastewater Disposal
Agreement between the City of San Diego and the Participating Agencies in the Metropolitan
Sewerage System (SWRCB0375-0386), meant that the work was done regarding the PA billing,
as of July 1, 1997. She received a response letter from Blair that said the Agreement and billing
“looked fine to him.”

Mr. Schachter asked Ms. Griffiths about Exhibit 24, an October 26, 1998 letter
from F.D. Schlesinger to Stephen A. Zapoticzny of Monsanto Company re: “Cost of Services
Study for Municipal Wastewater Services” (MWWD-BH0891). She was copied on the letter.
She thought she would be more involved in the municipal Cost of Service Study, but Hanley did
not keep her involved. She does not know why Schlesinger says in the October 26, 1998 letter
that the COSS for Municipal Wastewater Services is in the process of being completed.

Mr. Schachter asked Ms. Griffiths about Exhibit 25, the City of San Diego Sewer
Cost-Of-Service Report, dated May 14, 1998 (MWWD-BH0950-0991). She read it in 1998. It
said that sewer user rates needed to be changed. She knew there was a requirement to include
organics but did not know it would make a difference in the classifications until this COSS.

Mr. Schachter asked Ms. Griffiths about Exhibit 26, a November 12, 1998 e-mail
from Bill Hanley to George Loveland, Dave Schlesinger, and Susan Hamilton, re: “Meeting
With Kelco - Strength Based Billing” (MWWD-BH0930). She did not attend the meeting but
heard about it. Mr. Schachter asked Ms. Griffiths whether elected officials were backers of
Kelco. She was not aware of that, nor was she aware of Kelco causing any delays.



Mr. Schachter asked Ms. Griffiths to review Exhibit 27, a November 18, 1998
memo from City Attorney (Ted Bromfield) to Bill Hanley, cc: Griffiths, re: “System Charges
Requirements” (COS004727-004729). She recalls receiving the memo and providing input as to
which requirements Bromfield should list. She does not know why Bromfield prepared the
memo. She surmised that perhaps Kelco was asking why SBB was needed. Bromfield copied
her on the memo because she worked with the PAs and implemented SBB for the PAs. She has
a vague recollection of being involved in pulling Bromfield’s list of requirements together.

Mr. Schachter asked Ms. Griffiths about Exhibit 28, a November 24, 1998 letter
from William J. Hanley III to David McKinley of Monsanto Kelco Company, ccing George 1.
Loveland, Dave Schlesinger, Susan Hamilton, Alan Langworthy, Hedy Griffiths and Monica
Ramos, re: “Strength Based Billing; Allocation Factors Based on Functional-Design Approach”
(MWWD-BH0892-0894). She expressed familiarity with the letter. She said that Kelco was
asking for the functional design methodology. Black & Veatch was hired to justify the
functional design method until everyone agreed it was proper. Kelco was trying to find fault
with the methodology. She heard that Kelco wanted to only be charged for Point Loma and not
the system as a whole. She thought Hanley thought that the rates should be changed and did not
tell her of any pressure to do otherwise.

Mr. Schachter asked Ms. Griffiths about Exhibit 29, a December 30, 1998 e-mail
from Griffiths to Hanley re: “SWRCB - Ron Blair and Kelko” (MWWD-BH0927). She spoke
with Blair to “give him a heads up that Kelco was calling.” She documented that fact and let
Hanley know. She said that Blair knew the Cost of Service Study was being done and had not
been implemented for municipal users. She indicated that Blair thought BOD was a component
for municipal customers already but BOD was not included at that time. Blair called to inform
her of Kelco’s concerns. Kelco wanted to be charged individually instead of as part of the
system as a whole. She said customers were not charged based on what plant they used. Barbara
Sharatz did a matrix and monitored it; if more than 25,000 gallons per day were used, the user
was looked at individually. She said Blair refers to Kelco as being charged a higher rate for
BOD. Blair supported San Diego in looking at the system instead of the individual for
determining rates. This system had been implemented for all of the PAs, in which they were
charged based on the system, not based on where their flow goes. By building water reclamation
plants, San Diego avoided secondary treatment at Point Loma.

Ms. Griffiths reviewed Exhibit 30, a January 15, 2002 letter from Black & Veatch
Corporation to Dennis Kahlie, enclosing a Sewer Cost of Service and Rate Design Report
MWWD-BH0287-0351). She had never read it before.

Ms. Griffiths reviewed Exhibit 31, a May 15, 2000 e-mail from Sharon Brown to
Hedy Griffiths re: “the Cost of Service Study.” Sharon Brown used to work for her to deal with
the municipal side of the Cost of Service Study. Hanley later decided that Griffiths and Brown
did not need to be involved. Ms. Griffiths was involved through October of 2000 with the
Stakeholders Group, but does not understand why she was not involved throughout the COSS.
Black & Veatch was working on the Cost of Service Study and asking her functional design
questions. The Stakeholders were supposed to be municipal customers impacted by the rate.
She noted that Kelco was part of the Stakeholders Group.
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Mr. Schachter asked Ms. Griffiths about Exhibit 32, the Black & Veatch Sewer
Cost & Rate Design Services proposal of February 2000 (COS002197-002247), which stated
that the COSS was to be completed by October 2000, but the draft Black & Veatch report did not
arrive until November 2001. He asked what caused the delay. She said that she heard that Kelco
complained about the functional design method and she received requests from Black & Veatch
regarding the functional design methodology. She was “taken off” the project in the beginning
of the stakeholder process in 2000. After she was no longer involved, she heard objections from
Kelco, which she termed “stalling.” She never saw the June 2002 Black & Veatch report. She
heard from Hanley that the Cost of Service Study had been completed. The Cost of Service
Study was not implemented until mid-2004 and she did not hear why it was delayed.

Mr. Schachter asked about whether Kelco provided anything of value, including
campaign contributions, to government officials. She never heard of Kelco giving anything to
City elected officials. She does not remember hearing about contributions from Kelco.

Ms. Griffiths does now know why the 1998 Pinnacle study was not implemented
and why San Diego hired Black & Veatch. She said she never reviewed bond documents. The
lack of compliance with municipal customers is not disclosed in the bond disclosures but she did
not hear about that until recently, from reading the newspaper. She has not spoken with anyone
regarding the bond disclosures or delays. Bond financing and Cost of Service Study
implementation were not “her area.”

Mr. Schachter asked Ms. Griffiths if she had any other information that she felt
we should know. She had no other information about wastewater issues. She said she believed
the Council knew what it was doing when it took the pension and misused it. She was employee
benefits manager in 1996 and “it,” presumably MP1, sounded like a win/win situation.
Employees would receive better benefits in exchange for dealing with the market slump. At the
time, she asked a lot of questions about the cap to protect benefits. After 1996, the Council “got
greedy.” The Council “couldn’t be that stupid” and knew the pension had to be funded
actuarially. She said it was not the employees who made the decisions to get more money.

Mr. Schachter requested that Ms. Griffiths keep the substance of the interview
confidential. The interview took place for approximately three hours, from 9 a.m. to about noon.

WF&G
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ce: Fete Nwz.

L - “MEMORANDUM :

533-4200 .
. Nl -
DATE: December 14, 1994 . T ¢ Bl
TO: Distribution List T
FROM: . Dave Schiesinger, Director MWWD, MS 905 - ¥4 X1

SUBJECT:  Support Requirements for Strength-based Billings for the Panfcipating Agencies

OneofﬁtespeeiﬁcgramcondiﬁonswhichtheCityagreedtomeetwhenweaccepned EPA and
State Clean Water grant funds was to-convert our current flow-based billing practices for the
Participating Ageucies (PA’s) to include a strength-based billing comporent (i.- €., suspended
sotids/BOD charges in sddition to therixisting flow-baséd charge). T have assigned the MWWD"
Support Services Division (SSD) the responsibility for implementing flow and strength-based

billing for the PA’s for FY 96.

In order to meet this deadline, SSD requires help from various other divisions. The purpose of
this memo is to identify appropriate divisions which will need to provide support to SSD. [ am
directing cach division head to work closely with SSD and provide staff and other resources as
necessary to assist in the implementation of the billing effort.

SUPPORT REQUIREMENTS

The attached éxhibit identifies the divisions which need to work closely with and provide support
to SSD in implementing the new billing approach, and provides a brief description of the type
of support required for this effort. The following tasks need to be completed by the team:

® " Eswmblish a team and project/team leaders (administrative and technical), develop
" a workplan and schedule, including specific assignments to carry ‘out the tasks
outlined below. .

. Prepare a technical document (to be produced by the MWWD/PM engineering
staff) which provides engineering justification for the treatment parameter
percentages for cach unit process.

L lSeve!op a computer-based allocation mode} to accumulate sampling data, allocate
capital and O&M costs to applicable parameters, and determine/allocate PA
shares of MWWD's capital and O&M costs.

. Prepare and execute a written plan for sampling flow and strength, and work with
- the PA’s 1o gain approval and execute the sampling plan.

° Prepare and execute a written plan for educating other City departments, the City
Council and the PA’s about these necessary cost allocation changes to the Sewage
Disposal Agreements. :

EA 00167

6-30-05 COS SEC Subpoena

] N I reply, pleass roferto
- City of San Diego . Chrondlogical Number:
METROPOLITAN WASTEWATER DEPARTMENT _ cwe. A2812G




126124

Support Requiremants for Strongth-based BYirias for the Participating Agencies ’
December 14, 1954 : -
Page20f2  ~

®  Coordinate the cost allocation methodology and the data collection effort with the
current sampling effort already being performed.

. Prepare and submit the documentation to the SWRCB Division of Water Quality
in accordarice with the applicable State of California and Federal requirements.

KICKOFF MEETING _

Chuck Mueller and Hedy Griffiths will be leading this team effort. They will set up a kickoff
meeting on January 5 or 6, 1995. Please notify Hedy (ext. 35420) which experienced
supervisor/staff from your division you are assigning'to the team (name/phone number) no later
than Wednesday, "December 21, 1994, so that a mutually feasible kickoff meeting
date/time/location can be determined and announced to all participants.

Plcase call Susan Hamilton, Chuck Mueller or me shoiild you have any questions about this

important effort.

Do

F. D. SCHLESINGER
FDS:RM:kdw
B:\wpiles\FDSW1209.mem

Attachment: Exhibit 1
Distribution: )

Al Beingessner

Al Langworthy, MS 45A

Cbuck Muzller
Cbasles Yackly, MS 85

EA 0p1gg
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o EXHIBIT1 .
STRENGTH-BASED BILLING DEVELOPMENT/IMPLEMENTATION TEAM

SSD Project Leader, _Project Management
* 8§D . Team Leader Amend Sewage Disposal
) Agreements .
SSD Team Leader Work "closely with PA’s on

approval of the
Sampling/Data  Collection
Plan -

SsD Team Leader Develop computer model for
: - allocating costs of regional.
system .
~—EWRD " Team Leader Propare technical justification '}

for cost allocations

Iws - - Team Leader Collect samples at PA meter

. . D 8 sites .

LAB Team Leader " Analyze samplés/data from
PA meter sites

SSD Team Leader ) Prepare and submit quarterly

billings to PA's

EA 00169
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REVISED 2-895 January 31, 1995

Mr. Ronald R. Blair, Revenue Program Specialist
State Water Resources Control Board

Division of Clean Water Programs

2014 T Street, Suite 130

P. O. Box 944212

Sacramento, CA 94244-2120

Dear Mr. Blair:

REVENUE PROGRAM REVIEW - CITY OF SAN DIEGO, CLEAN WATER GRANT
PROJECT NO. C-06-1092

The purpose of this letter report is to:

1. provide an initial response to the wastewater user charge system elements of your letter
dated September 30, 1994 regarding our Clean Water Grant Project No. C-06-1092; and

2. present a long-range program which the City will develop and execute over the next
several months to make the necessary changes to our wastewater charge system to bring
it into compliance with grant requirements as outlined in your letter.

OVERVIEW OF STRENGTH-BASED BILLING FOR PARTICIPATING AGENCIES
The basic premises of this submittal in response to your September 30, 1995 letter are that:

1. the data and the draft program submitted in this letter will serve as the initial foundation
of a new strength-based billing system to be implemented in Fiscal Year 1996 by the City
of San Diego and the Participating Agencies (PA’s); and

2. the City and the PA’s will review the data and the draft program included in this letter
over the next three to four months, will incorporate direction and guidance provided to
us by your office as a result of your review of this initial submittal, and will execute 2
revised draft program in order to modify our existing PA billing process and procedures:
to implement a formal strength-based billing process and procedures for the fiscal year
commencing July 1, 1995 (FY96).

Villarino-468 C0OS002650



Mr. Rouald R. Blair, Revenue Program Specialist
State Water Resources Control Board
Page 20f 13
STRENGTH-BASED BILLING PROGRAM SUMMARY
The following key elements comprise the City’s basic program for converting its wtisting‘ flow-
based billing system for the PA’s to a flow- and strength-based billing system as called for in
Appendix B, "Guidelines for Administering ’Fair and Equitable’ Clause Contained in Clean
Water Grant Contracts”, of the State Water Resource Control Board’s (SWRCB) Revenue
Program Guidelines for Wastewater Agencies dated April 1983:

1. draft PA wastewater strength sampling, lab testing and data analysis plan;

2. draft technical justifications for cost allocations for FY 94 Crp;

3. draft FY 94 systemwide totals for flow-Q, suspended solids-SS biochemical oxygen
demand-BOD;

4. draft unit rates for Q, SS, and BOD for FY 94;
5. draft cost allocation computer model development plan;
6. draft schedule for amendment of Sewage Disposal Agreements; and
7. draft billing plan for issuance of FY 96 billings.
Items 3 and 4 also provide specific responses to your requests for FY 94 data for our system.

The following paragraphs provide a brief overview of each of these strength-based billing
program elements,

Draft Sampling, Lab Testing and Data Analysis Plan

In order to implement a strength-based billing program for the PA’s, the City is in the process
of developing a draft sampling, lab testing and data analysis plan, which includes these major
elements:

1. Review of the existing flow (Q) metering sites for the PA’s (Exhibit 1 - map identifying
locations of existing metering sites) to determine their appropriateness for incorporating
Strength-based sampling equipment. Exhibit 2 identifies the specific location, agency
being metered, and type of meter installed at each existing Jocation.

2. Analysis of proposed additional Q/SS/COD metering and sampling sites (Exhibit 3) to
provide more accuracy for both the City and the PA’s in determining PA influent
wastewater characteristics.

Villarino-468 COS002651



Mr. Ronald R. Blair, Revenue Program Specialist
State Water Resources Coatrol Board
Page3 of 13 -

3. Development of a proposed City and PA plan/schedule to perform preliminary sampling .
to establish baseline strengths for each PA.

4. Review of use of 1988 Industrial Waste Section (IWS) PA sampling program results for
initial FY 96 billings until sufficient FY 95 and 96 data is collected and analyzed.

5. Current/proposed City budget actions (FY 95/FY 96) to provide the personncl and
equipment resources to implement the plan.

The City jntends to build upon its ongoing Q metering system and procedures to incorporate
sampling of PA influent wastewater to determine each agency’s SS and COD contributions fo
the regional system. Exhibits 1 through 3 provide specific information on both the City’s
existing metering sites as well as those sites being considered by the City and the PA’s as
additional locations for metering and sampling PA wastewater.

The City is proposing the following sampling program for consideration by the State and the
PA’s for sampling PA wastewater contributions to the regional system:

1. Frequency of sampling: 3 samples per year at up to 56 sites = 168 samples
annually

2. Metering/sampling sites: 31 agency sites
25 City sites

3. Sample type: . 24-hom" ﬁow~proportioned composite sample

4. Equipment (initial); AutoSampler with flow-proportioned input (minimum of 6
additional samplers required at a cost of @ $50,000)

5. Tests performed: 1 Total Suspended Solids (TSS) test per 24-hour, flow-
proportioned composite sample
1 Chemical Oxygen Demand (COD) test per 24-hour, flow-
proportioned composite sample

The City is prepared to initiate a limited sampling program this spring to update the data
captured during a one-time, systemwide PA sampling program performed by the City’s Industrial
Waste Section in 1988. The results of this limited sampling effort will be used to develop
preliminary billings for the PA’s for FY 96.

The City’s FY 96 budget includes funds to upgrade its existing ADS flowmeters to include new
instrumentation which will allow parallel flow and strength testing at the existing sites (as well
as the additional sites highlighted in Exhibit 2). Once this budget request is approved, the
equipment is installed, and additional data is captured and analyzed, the City will begin to build
a comprehensive database of the flow and strength contributions from not only the PA’s

Villarino-468 C0S002652
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Mr. Ronald R. Blair, Revenue Program Specialist
State Water Resources Control Board .
Page 4 of 13

respective service areas, but also several key locations and drainage areas within the City of San .
Diego’s service area to augment the 30 years of flow data which has already been collected on
PA and City flows throughout the regional system. .

The City will also continue to work with the International Boundary and Water Commission
(IBWC) to meter flows originating in Mexico which are captured and transported through the
IBWC’s emergency connection into the San Diego regional system. A sampling program is
already being conducted by the City in conjunction with IBWC and Mexican authorities to
identify not only the conventional pollutants (SS/BOD) in the Mexican influent, but also those
priority pollutants flowing into the system as a result of industrial and commercial activities
south of the border. These data will also be incorporated into the overall analysis of wastewater
strength systemwide to ensure that all contributors’ respective shares of pollutant contributions
to the system are accurately identified so that costs can be fairly and equitably apportioned to
all users of the regional system as called for in the Revenve Program Guidelines.

Preliminary Cost Allocations for FY 94 CIP Projects and O&M Costs

In response to specific guidance you gave to us via telephone this month regarding allocation of
capital costs and O&M for fiscal year 1994 (FY 94), City staff and engineering consultants
conducted an analysis of the projects constituting the MWWD's FY 94 capital improvement
program (CIP) and O&M activities. The approach and results of this preliminary analysis are
presented in this submittal, and include:

1. a description of preliminary technical review of MWWD’s FY 94 CIP projects; and

2. spreadsheet identifying allocations to Q/SS/BOD for all of the FY 94 MWWD CIP
projects and O&M activities (Exhibits 4-1 through 4-4).

imi i iew The engineering team established
to develop preliminary cost allocations for the MWWD FY 94 CIP reviewed the cost allocation
methodology employed by other agencies in allocating its costs. This approach incorporates a
cost allocation methodology which segregates existing facilities/projects under design or
construction into two categories:

1. facilities/projects which were specifically designed and operated to transport and/or treat
wastewater (i. e., interceptors, headworks, primary sedimentation tanks, trickling filters,
etc.); these can be termed ’direct cost’ projects; and

2. facilities/projects which are integral elements of a regional system essential to system
operation, yet are not specifically designed and/or operated to transport or process
wastewater (plant control center, maintenance and administrative buildings, warehouses,
plant water systems, etc.); these can be termed ’distributed cost’ projects.
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This methodology allocates system expenditures to individual facilities and projects based upon _
design criteria, unit loadings, removal cfficiencies and other factors of cost associated with
management, planning, design, construction, operations, maintenance and disposal/reuse of the
regional wastewater system. The costs of facilities which benefit the system as a whole (the
"distributed cost” category above) are allocated based upon an average of the costs of the
allocations of all the *direct cost’ facilities/projects which are specifically designed and operated
to transport or treat wastewater,

The engineering team preparing the FY 94 MWWD cost allocations adapted this approach to
incorporate the specific features of the San Dicgo regional wastewater system.” The allocations
were based upon a system flow and wasteload model used to estimate the relative quantities of
flow, SS and BOD received and processed by individual CIP project. This model has been used
in preparing flow allocations for the City’s ongoing rate program and flow and wasteload
projection effort. Inputs to the model were based upon City monitoring reports.

As an illustration of the approach, our regional interceptors, pump stations and related
conveyance facilities are designed and sized to accommodate peak flow rates, and therefore
100% of the cost of these types of facilities is allocated to flow. Primary sedimentation basins,
on the other hand, remove both SS and BOD, yet the design size of the basins is determined by
the volume of flow which they are expected to process. Thus the costs associated with primary
sedimentation basins are apportioned among all three parameters. In the case of our anaerobic
digesters, the capital, operations and maintenance costs are dependent upon the volume of
primary and waste activated sludges received by the digesters. The volume of sludges delivered
to the digesters for treatment result fror the removal of SS and BOD from the wastewater, and
thus wastewater flow is not a consideration in digester sizing or costs; costs related to digesters
facilities are therefore proportioned between SS and BOD.

iminary FY ions. Exhibit 4-1 through 4-4 present the results
of our preliminary technical analysis and allocation of MWWD’s FY 94 CIP and O&M costs
among the three parameters. As outlined in the previous section, individual unit process projects
are categorized as “direct cost’ projects, and their specific costs are allocated based upon design
loadings, removal efficiencies, eic., whereas the costs for the projects which benefit the Pt.
Loma plant as a whole (i. e., the maintenance and administrative building expansion) are viewed
as ’distributed cost’ projects, and are allocated on a plant-wide average allocation basis,

FY 96 Allocations

‘We are also developing a draft plan for conducting a more detailed review of the City’s FY 96
CIP and O&M budget to develop cost allocation criteria for FY 95 and the FY 96 strength-based
billing. The key elements of the draft plan include the items outlined below:

1. Development of a detailed schedule for analysis and allocation of the FY 95 and 96
capital and O&M costs of all MWWD regional facilities, including all conveyance
facilities (interceptors and pump stations), wastewater/water reclamation and biosolids
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treatment facilities (all unit processes), and disposal/reuse facilities (outfall, water _
repurification facilities, biosolids reuse facilities, etc). .

2. Review of available CIP and O&M cost allocation reports from similar large wastewater
agencies around the state, and discussions with key engineering and O&M staff,
including:

a) City of Los Angeles

b) County Sanitation Districts of Los Angeles County (CSDLAC)
c) East Bay Municipal Utility District (EBMUD); and

d) County Sanitation Districts of Orange County (CSDOC).

3. Detailed analysis of project design criteria, wastewater loadings, removal efficiencies and
theassociatedFY%and%CIPandO&Mcxisﬁngfadliﬁes(Pt. Loma) and new
facilities under design or construction (i. e., North City Water Reclamation Plant, Fiesta
Island Replacement Project/Northern Sludge Processing Facility, etc,).

4. Detailed review of MWWD CIP project implementation schedules to determine startup
dates for the major new facilities and to establish the impacts of new projects on the
initial cost allocation percentages developed for FY 94 CIP projects.

5. Presentation and review of both the cost allocation methodology and its application to the
MWWD FY 95 and 96 CIP and O&M budgets with the PA’s.

6. Further review and refinement of the methodology and specific allocations based upon
SWRCB direction and guidance.

7. Incorporation of the FY 95 and 96 cost allocations into the FY 96 strength-based billing
program, .

Systemwide Q/SS/BOD Totals
This submission identifies flow, SS and BOD data on a systemwide basis for the past five years, -
presents a brief description of the sources of data used in establishing FY 94 data, and outlines
an approach for establishing actval flow and wasteload data and for making future projections
of flow and loading for: -

1. the regional system as a whole; and

2. each of the individual PA’s.

Records of influent flow and wasteload conditions at the Pt. Loma Wastewater Treatment Plant
(PLWTP), which presently treats the wastewater originating in the San Diego regional system
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(called the Metropolitan System, or the Metro System), have been maintained by the City of San _
Diego since the system began operations in 1963. The City’s wastewater flow and quality
monitoring program is comprehensive, and is designed to provide information necessary to
Ssupport several critical utility functions, including wastewater treatment operations, the regional
industrial pretreatment program, regulatory compliance activities, and PA billings. Key sources
of compiled wastewater flow and quality information include the following:

1. PLWTP Monthly Monitoring Report;

2. Pt. Loma Ocean Outfall Annual Monitoring Report;

3. systemwide, subbasin and PA flows;

4. PLWTP influent and unit process flow and strength; and

5. special investigations.
A summary of the past five years of systemwide flow and wasteloadings is presented in Table
1 below. As indicated in the footnote to the table, these flows include the contribution from the
IBWC emergency connection, but exclude return flows to the PLWTP from the Fiesta Island
Sludge Dewatering Facility. The City does not expect to continve to receive flow from the

IBWC emergency connection once the IBWC’s international treatment plant is placed into
operation (expected in calendar year 1996).

TABLE 1
SYSTEMWIDE FLOW AND WASTELOAD GENERATION®
Flow® TSS BODjs
FY {mgd) (Ibs/day) (Ibs/day)
1990 190 463,000 448,000
1991 178 438,000 450,000
1992 175 420,000 397,000
1993 188 419,000 397,000
1994 175 389,000 399,000

®  Iocludes Tijuana Emergency Connection flows, excludes return flow from Fiesta Istand Shudge Dewatering
Facility.
®  Average annual daily conditions.
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Future wastewater flow and wasteload projections for the regional system are currently being
prepared. In general, these projections will be based upon disaggregated population forecasts
for sewered areas across the regional system service area, and will reflect unit generation rates
for flow, TSS and BOD. The projections involve interpolation of the San Diego Association of
Governments’ (SANDAG’s) short-term growth rates forecasted over the next decade (1996~
2006), and arithmetic extrapolation of its Interim Plan Forecast to the year 2016. The average
annual regional system flow and load projections will then be determined by multiplying sewered
population data for individual agencies and the regional service area as a whole by appropriate

. unit generation rates.

The City has prepared projected flow allocations for the City and the PA’s through FY 2004 as
a result of the projections developed using the approach highlighted above. Thus a basis already
exists to extend these projections out to the year 2016, Similarly, systemwide wasteloads can
be estimated in the same manner, although the City currently has little information which would
allow projection of wasteloads from either individual PA’s or the City itself. The results of the
expanded sampling, lab testing and data analysis program presented and explained earlier in this
letter are needed to accomplish wasteload projections for the individual PA service areas.

Draft Unit Rates for Q/SS/COD for FY 94

Table 2 presents draft unit rates which allocate FY 94 CIP and O&M costs to each individual
wastewater parameter. These draft unit rates can be used as a baseline by the City and the PA’s
for review and comparison of proposed draft unit rates for Q, SS and BOD for FY 95, 96 and
future years. The unit rates are expected to change toward higher rates for SS and BOD since
the new facilities under design and construction by MWWD are advanced treatment facilities
designed primarily to achieve higher removals of SS and BOD from the influent wastewater.

TABLE 2.

UNIT COST DETERMINATION FOR FISCAL YEAR 1994
TREATMENT REVENUE COST
PARAMETER REQUIREMENTS, $» | UNITS | PER UNIT

TOTAL WASTEWATER FLOW $34,817,573 64,167.07 | $502.61%@
TOTAL SUSPENDED SOLIDS $49, 773,044 148,622.20 |  $334.909 I
(TSS)
TOTAL BIOCHEMICAL $13,228,385 147,702.00 | $89.569
OXYGEN DEMAND (BOD)

TOTAL $97,819,002
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(@) Includes Operations & Maintenance, Repair, Replacement, & Betterment Costs .
() Million gallons per year

() Thousands of pounds per year

(@) Per million gallons

(¢) Per thousand pounds

Draft Cost Allocation Computer Model Development Plan

In order to satisfy the PA’s that their respective billings are properly calculated, the City
currently employs a flow-! computer cost allocation and billing model which:

1. defines MWWD’s budgeted and projected CIP, capital financing and O&M costs for the
next ten years;

2. identifies each PA’s flows; and

3. breaks out each agency’s annual costs for its respective share of capacity rights and
anticipated flow-based use of the regional system.

Expansion of the current flow-based cost allocation and billing system to incorporate each PA’s
wasteload characteristics will require development of another, more comprehensive model. The
City of San Diego will thus develop (or acquire) a computer model which allocates the annual
costs of the regional system to the PA’s based on wastewater flow and strength, The new model
will be developed to allow the City to provide the PA’s with estimated accurate budgeting and
billing information on a timely basis. The cost allocation model will enable the PA’s to
incorporate projected costs into their respective budgeting and ratesetting processes. A key
feature of the model will be its compatibility with the Sewer Revenue Fund Financial/Rate
Model.

In determining the configuration of the model, it will be necessary to initially determine the
input and output requirements of a cost allocation model. Using the requirements as defined in
the SWRCB’s "Revenue and Program Guidelines for Wastewater Agencies”, a review will be
made of existing allocation models that are in use within and outside the City for possible
application. The review will include identification of strengths and weaknesses of each
appropriate cost allocation model.

Based on input and output requirements and the review of existing allocation models, the City
will make a determination on development of a model. Options that will be considered include
acquiring an existing model and revising it as necessary to meet the City’s unique needs or
developing the City’s own model.

The schedule for implementation of an appropriate cost allocation mode! includes the following
proposcd milestones and projected completion dates:
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IMPLEMENTATION SCHEDULE
. Milestone Projected Completion
Date
H 1. Define/identify input and output requirements. March 3, 1995
2. Review Existing Cost Allocation Models and Identify March 24, 1995
Strengths and Weaknesses. .
3. Determine if City should acquire existing cost allocation March 31, 1995
model or develop its own. )
4. Acquire an existing model and revise as necessary or April 21, 1995
develop a City model.
H 5. Provide test data for review by other team members. April 28, 1995
6. Review the sample output with MWWD management, May 4, 1995
the City Executive Committee, the PA’s (and the
SWRCB if the SWRCB desires to review the model) and
revise as directed.
7. Finalize computer modelling and provide documeatation May 26, 1995
for operation of the computer model by City staff, the
PA’s and other consultants (if so directed by the City).

This tentative schedule for development of the computer model to allocate CIP and O&M costs
to the PA’s will be correlated with the other major strength-based program development efforts
to produce a proposed program and schedule for SWRCB review before commencement of
strength-based billings to the PA’s in FY 96. The City routinely issues the first quarter billings
for each fiscal year in September.

Draft Schedule for Amendment of Sewage Disposal Agreements

Section 7 of the City’s existing Sewage Disposal Agreements (SDA’s) with the PA’s calls for
the City to "...maintain, manage and control the Metropolitan Sewerage System in an efficient
and economical manner...(and) convey, treat...and dispose of all sewage received into the ...
System under the terms of this contract in such manner as to comply with all applicable laws,
rules and regulations.” This section of the existing SDA’s provides the City with the ability
to develop a strength-based billing system to comply with the Clean Water Act and its
implementing regulations (the SWRCB’s Revenue Program Guidelines). However, the City and
the PA’s may wish to amend the SDA’s to specifically modify the flow-based billing procedures
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in these agreements to spell out the specific terms, conditions and procedures for the proposed A
new billing method.

The City is currently in the process of:

1. Reviewing and revising the applicable section(s) of the SDA’s with the PA’s to verify for
the SWRCB that the City has the necessary authority in its agreements to commence
strength-based billings for the PA’s in FY 96.

2. Preparing a detailed workplan/schedule for developing and receiving City Council and
PA approval for desired/required modifications to the SDA’s 1o reinforce the City’s role
in implementing strength-based billings and achieving compliance with the ’fair and
equitable’ guidelines in the Clean Water Act as presented in Appendix B of the
SWRCB’s Financial Plan and Revenue Program Guidelines dated April 1983.

The detailed/modified new language in the SDA’s which will enable the City to implement
strength-based billing is expected to include:

1. the basis for the billings (SWRCB Financial Plan and Revenue Program Guidelines);
- the procedures for implementing the proposed metering/sampling program and the new
cost allocation and billing methodologies; and
3. an annual adjustment/reconciliation process for revising the estimated bills paid by the
PA’s during the year to reflect the actual flows and wasteload characteristics captured by
the new metering, sampling and data analysis program.

Following MWWD staff and City Attorney drafting and internal review of the proposed new
language, the City will:

1. Present the proposed new language to implement strength-based billing to the PA’s at a
PA Technical Advisory Committee (TAC)/City Attorney meeting, and also forward the
proposed language to the SWRCB for review.

2. Prepare a proposed schedule for review and approval of the negotiated SDA amendment
by the San Diego City Council and the PA’s governing boards,

The target date for approval and forwarding of the approved SDA amendment to the SWRCB
is July, 1995.

Draft Billing Plan for Issuance of FY 96 Billings

The City recognizes that implementation of a more complicated billing process which
incorporates PA wastcload characteristics will require several meetings with the PA’s to discuss
the proposed new billing procedures, formats, eic., the proposed metering/sampling program,
the cost allocation methodology and the amendment to the SDA’s, etc. Mectings are being
scheduled with the PA TAC commencing in February to present the various elements of the
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billing procedures and formats as well as the methodology employed to allocate the costs to -
wasteload parameters and among the various PA’s and the City.

The billings will be developed based on the information available at the time of billing: budget
projections for fiscal year 1996, flow and samples data obtained to date, the cost allocation
method by Joading parameters (flow, BOD and suspended solids) for capital cost, operations and
maintenance cost. The revised format will be based on/consistent with current City of San
Diego billing format modified to display the strength-based allocation to all PA’s in accordance
with the "fair and equitable” guidelines in the Clean Water Act. Other districts’ procedures and
formats will be reviewed to identify possible billing format improvements. ’

The following schedule identifies the tasks and target dates for commencing strength-based
billings in FY 96 (and complies with the PA billing terms and conditions in Section 11 of the
existing SDA’s): :

02/28/95 Meet with the PA TAC to present optional billing formats to include strength-based
allocation of costs, unit costs for each parameter, etc.

03/31/95 Prepare an initial draft estimated strength-based billing for each PA to include costs
for the proposed FY96 budget, sample data and allocation methods available to date.

04/27/95 Mail to each PA their respective shares of the proposed FY 96 budget based upon
allocation of the proposed budget of estimated costs for FY96 to flow and strength.

08/01/95 Mail the PA first quarter strength-based billings for FY96.

11/01/95 Mail the PA second quarter strength-based billings for FY96 and adjusted FY95 flow-
based billings.

01/30/96 Mail PA third quarter strength-based billings for FY96.

05/01/96 Mail PA fourth quarter strength-based billings for FY96.

FUTURE REPORTS

In order to keep you abreast of our progress in implementing strength-based billing of our PA’s
for FY 96, we will provide you with bimonthly status reports documenting both our internal
activities and our activities with the PA’s in reviewing and achieving consensus on the various
elements of the proposed program. We also expect to produce a more detailed report this
summer which will present our final program, and will include the specific policies, procedures,
metering/sampling schedules and locations, computer model, SDA amendment and FY 96 budget
and billing format for implementing strength-based billing.
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Please contact either Hedy Griffiths or Charles E. Mueller, Jr. of my staff should you have any .

detailed questions regarding either the material submitted in
next several months in implementing strength-based billing.
5420, and Chuck can be reached at (619) 533-5360.

Sincerely yours,

F. D. Schlesinger
Director, MWWD

Villarino-468

this letter or our progress over the
Hedy can be reached at (619) 533-
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STRENGTH-BASED BILLING

MEETING MINUTES

MEETING DATE: March 8, 1995 NOTES BY: Bill Butler
TIME: 1:30 PM
LOCATION: MWWD Offices, C/R 5B, 600 B Street, San Diego
SUBJECT: Fifth Meeting - Strength-based Billing Working Group
ATTENDEES: Hedy Griffiths, Chair, MWWD SSD

Bill Butler, MWWD SSD

Janet Buttman, MWWD O&M Divn.

Chuck Crandall, MWWD SSD

Joe Harris, WUD RAP

Robert Martinez, MWWD SSD

Pat Nuiiez, WUD RAP
1. Review of Meeting Agenda/Purpose. Hedy Griffiths presented a brief overview of the

key issues and agenda items to be_reviewed at the meeting.

2. ie f Short- It . Hedy Griffiths reported that she had
contacted Ron Blair of the SWRCB staff and had discussed a delay in submission of the short-
term report with him. Mr. Blair accepted her proposal for a delay until later in March when
she explained that the City Auditor was still reviéwing the FY 94 ycar-end cost figures. She
promised him that the short-term report would be completed and seat to him as soon as the
Auditor completed the review and approved the year-end costs for general release.

3. Review of Wastewater Strength ing 3 ati encies (PA

Buttman reported that she was working with R ippel (Rod was not able to attend the
meeting) to prepare a sampling program plan for review with the PA’s. Until the SWRCB has
reviewed the draft sampling program in the short-term report, it is preferred to hold off on
presenting and discussing the draft program with the PA’s. Janet and Rod are continuing to
develop a draft presentation for the PA’s, and expect to present a preliminary presentation to the
working group at the next meeting.

4. Review id- R liverables.

A. Wastewater strength sampling, lab testing and data anpalysis
plan. As indicated under Item 3, Janet reported that she and her staff were
continuing to work with Rod Rippel and the MWWD EMTS Division lab staff
to develop a draft program.

g

2
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7. OtherIssues. As discussed at the last meeling, all contacts with
' the PA’s regarding the proposed sampling program, including

metering and sampling sites and procedures, lab and data analysis -
procedures, billing policies/procedures, etc., will occur after
the City submits the short-term report to the SWRCB for review and
conceptual approval.

8. Adjournment. The meeting was adjourned at 2:30.

c:\strngmin.385
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City of San- Diego -
METROPOLITAN WASTEWATER DEPARTMENT
MEMORANDUM
DATE: March 24, 1995 °
TO: ~ _ Williem W. Kennedy, Petc Wong, Hedy Griffiths
FROM: Sudhir C. Mohleji

SUBJECT: Flow/Suspended SolidYBOD Allocation Factors for 1994 Capital and
0O & M Costs

Anached please find a copy of the back-up for selecting Flow/Suspended Solids/BOD
allocation factors for 1994 Capital and Operation and Maintenance ( O&M ) costs. Three
methods used to calculate the allocation factors are 1) The Design Approach, 2) The
Function Approach, and 3) The Functional-Design Approach. This information includes a
brief ption-of the gencral philosophy and the logic used in the developmeat of cost
allocation factors for each CIP (Capital Improvement Project) item as listed in the Exhibits
4-1B & 4-1C, and each O & M cost item as listed in the Exhibit 4-1A. A copy of these
Exhibits for each method is also attached for reference. Please discard the previous
v;]:rsior_xs that 1 gave you earlier. Thi i
gHOLAVONL 1ACA0TE CRICUIAICA CRATIICT.]BC0 S

Please critically review the attacked information and provide your comments. I shall be
happy to make the necessary reévisions,

SUDATR C, MOHLE!

Attachments: 1. Back-up for the Sclection of Flow/SS/BOD Allocation factors for the 1994 Capital and
O & M Costs.
2. Exhibits 4-1A, 4-1B, and 4-1C.

ce: Bill Butler
Robert Martinez
Yictor Occiano
Paul Findley
Amer Barhoumt
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. BACK-UP FOR THE SELECTION OF
FLOW \ §S\ BOD ALLOCATION FACTORS
FOR 1994 CIP AND OPERATION AND MAINTENANCE COSTS
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Back-up For The Sclection of Flow/SS/BOD Allocation Factors

- For 1994 CIP and Opesation and Maintanence Costs : General -

GENERAL

J Three factors namely Flow, Suspended Solids (SS), and Biochemical Oxygen Demand (BOD)
have been selected as 2 basis for dividing the capital improvement program (CIP) costs and the
operation arid maintenance (O&M) costs. The item ) in the September-30, 1994 letter from the
State Water Resources Control Board (Ronald R. Blair to Jack McGrory, City Manager) Tequires

that the City of San Diego must modify its agreements with all participating agencies-to include’

charges for BOD and 5SS content as well as flow discharged into City facilities. Ta-sddresyhis
item, factors for allocating cost of all FY 1994 CIPs among the three parametess flow, SS and
BOD, were developed. These allocation factors for the CIP items are listed in the attached
Exhibits 4-1B and 4-1C, and for O&M in Exhibit 4-1A and should be considered preliminary.
According to our workplan final allocation factors will be developed over the next few months.

The allocation methods used by other municipalities have not been publicly presented in detail
and the cost- allocation philosophy literature seems to be limited to mostly unpublished

information. Geneially, the methods used to develop allocation factors include; a) design,.b).

function, and c) functional design. In the design approach, cost allocation is based on design
 criteria, e.g., because *flow” is used as a basis to design a primary clarifier, all cost of a primary
clarifier is allocated to flow. In the function approach, cost is allocated on basis of the function,
e.g., the primary function of a primary clarifier being solids removal, all cost is allocated to SS.

Some government publications tend to rely on a form of ’functional design® cost allocation -

rationale, but do not provide any specific criteria for calculating cost allocation by unit process.
The *functional design® cost allocation philosophy recognizes both the design criteria and the.
primary function of a unit process, e.g., a primary clarifier cost is allocated between flow
(design criteria), and SS (removal) which is the main function of a primary clarifier.

The cost allocation presented here is primarily based on the functional design approach, but
consideration is also given to secondary function of a unit process. For example, the primary
function of a primary clarifier is to remove-SS, but incidently the associated particulate BOD
is also removed along with the SS. In our approach, cost is also allocated to BOD in proportion
1o the removal of this parameter. Engineering judgement and logic have been followed as much

as possible to minimize arbitrary cost allocations. The reasons for selection of cost allocation .

factors for the specific CIP and O&M items listed in Exhibits 4-1A, 4-1B, and 4-1C are
presented in the following sections,

CAUTION: These allocation factors may not be applicable to items of future years.

- Descriptions .of each future item should be carefully reviewed to develop
appropriate and consistent allocation factors.

EA 00069

Melropolitan Wastewater Department
KASUMINMS0202.0TH Al March 1995
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City of San Diego ’ mem
METROPOLITAN WASTEWATER DEPARTMENT cwp. 130821
MEMORANDUM -

533-4200
DATE: April 5, 1995 -
TO: Alan Langworthy, Deputy Director, Environmental Montoring and Technical
Services
VIA: Charles E. Mueller, Jr., Deputy Director, Support Services w/(

FROM: Hedy Griffiths, Supervising Administrative Analyst M
SUBJECT:  Selection of COD vs. BOD as Basis for Strength-based Billing of PA’s

INTRODUCTION

Last fall the SWRCB directed the City to develop and implement a new method of billing its
Participating Agencies (PA’s) based upon wastewater strength as well as flow. MWWD
Director Schlesinger’s memorandum dated December 14, 1994 established a working group to
develop and implement policies and procedures to enable the City to commence Strength-based
billings for the PA’s in FY 96. Representatives assigned and participating in the strength-based
billing (SBB) working group from your division include Rod Rippel, Armando Villarino and
Walter Konopca.

The SBB working group has developed,-and we are prepared to forward an interim report to the
SWRCB in the near future which outlines a proposed program for converting the City’s current
flow-based billings to flow and strength-based billings. A major element of the proposed
program is a draft PA wastewater sampling, Iaboratory analysis and data collection plan which
has been developed by the SBB working group. The purposes of this memo are to:

L highlight a key feature of the plan regarding the basis for strength-based

sampling, and
L request a decision from yéu regarding the use of either COD or BOD as the basis
for billing the PA’s.
OPTIONAL METHODS

As you are fully aware, the two primary bases_ for determining the oxygen demand which
pollutants create in wastewaler are chemical oxygen demand (COD) and biochemical oxygen
demand (BOD). Based on our review, it appears that agencies statewide are split regarding their
use of these measures for establishing pollutant levels in their influents. For instance, the
County Sanitation Districts of Los Angeles County (CSDLAC) use COD, whereas the County
Sanitation Districts of Orange County (CSDOC) use BOD. Both agencies have existing strength-
based billing systems for both their PA’s and their industrial dischargers which have been
approved by the SWRCB and have been in operation for several years.
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ANALYSIS AND RECOMMENDATION

The SBB working group has reviewed these two methods for determining influent wastewater
strength on the basis of cost of sampler installation, cost of sampling and testing the samples in
the lab, and relative ease of analysis of the data. The primary advantages of COD over BOD
as a basis for establishing the strength contributions of the PAs’ influent wastewater include:

. Refrigeration is not required for COD samples as is the case for BOD samples;
this may eliminate the need for installation of 110-volt electrical lines to be run
to each existing and proposed new sampling site around the regional system, and
may not require us to purchase refrigerated samplers

° Lab tests to determine COD levels are much faster, simpler and cheaper to run
than are BOD tests, which require 5 days to complete.

The SBB working group thus recommends use of COD._over BOD as the basis for determining
pollutant levels in the PAs’ influent wastewater.

REQUEST FOR RESPONSE

The Support Services Division (SSD) awaits a decision from the Environmental Monitoring and
Technical Services Division (EMTSD) before releasing the interim report developed by the SBB
working group to the SWRCB for its review and approval. The SBB working group expects to
continue to develop its overall program for strength-based billing for FY 96 over the next 4 to
6 months, and will continue to work with your staff members assigned to the group in
developing a program which is consistent with your division’s ongoing efforts to provide routine
data to the Regional Board, the State Board and EPA.

This interim report is a first-cut submission to the SWRCB, any or all elements of which can
be modified by the City based upon review comments/ additional analysis by City staff,
comments from SWRCB reviewers, and/or discussions with the PA’s. We feel it appropriate,
however, 10 be certain that this proposed recommendation is consistent with ongoing EMTSD
data analysis and report submissions to the State, and will not issue the report until we receive
formal notification from your Division that this recommendation is consistent and acceptable to
you.
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Alan Laogworthy . X ) 130821
Selection of COD vs. BOD as Basis for Strength-based Billing of PA’s ]

April 5, 1995
Page 3 of 3

SSD staff and/or the SBB working group are available to meet with you and your staff at your
convenience to review and discuss this issue. Please call me at X35360 or Hedy Griffiths, chair
of the SBB working group, to set up a meeting on this issue should you feel one is necessary.
Thanks for your continued support!

HG:bb
[a:\CODVSBOD.385)

e 0 2V rtbeyan o
(Rw&RQ.LK\D ‘e
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<04/14/95  15:27 75619 892 4954 TECH. SERVICES
® .
. city of Ban Diego
METROPOLITAN WASTEWATER DEPARTMENT -
MEMORANDUM
I reply, plesss sofor
30 Chrosolagicsl Numbey:
wr
DATE: April 13, 1895
TO: Hedy Griffiths, Supervising Administrative Analyst -

via Charles E. Mueller, Jr., Deputy Director,
° Support Services Division

FROM: Alan C. Langworthy, Deputy Metropolitan
Wastewater Director

SUBJECT: Selection of COD vs. BOD as Basis For Strength-.
based Billings of PA's -

- This memo is in response to your request for a rccommendation
: regarding ~the - analytical - methodology for determining -the oxygen
demand for wastewater strength-based billing purposes.

]
'
[l

(COD) test for this purposa is appropriate and has. several
advantages from a practical, as well as technical, aspect.
Technically, the many factors that can effect a BOD test are not as
onerous to a COD procedure and there can be less variability in the -
results. From a practical standpoint, COD determinations can be
less expensive and wmuch more timely and efficient as your memo
correctly points out,

. —-—-"—"1 have reviewed your memo and discussed tha issue with my technical
'. staff. It is my opinion that the use of the Chemical Oxygen Demand

N

ALAN €. LANGWORTHY
lhh

265wp.1
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STRENGTH-BASED BILLING

MEETING MINUTES

MEETING DATE: April 26,-1995 NOTES BY: Bill Butler
TIME: 3:00 PM
LOCATION: MWWD Offices, C/R 5B, 600 B Street, San Diego
SUBJECT: Eighth Meeting - Strength-based Billing Working Group
ATTENDEES: Bill Butler, MWWD SSD

Janet Buttman, MWWD O&MD

Chuck Crandall, MWWD SSD

Hedy Griffiths, MWWD SSD

Bill Kennedy, MWWD EWRD

Mary McKinnon, MWWD SSD

1. Review of Meeting Agenda/Purpose. Bill Butler presented a brief overview of the key issues

and agenda jtems to be reviewed at the meeting to the participants in the strength-based billing
(SBB) working group.

2. Review of Status of Short-term report to SWRCB. Bill Butler reported that a draft of the

short-term report was being circulated for MWWD management review, and indicated that Ron
Blair agreed to a delay until early May following internal MWWD/City review and approval of
the draft report. ’

3. Review status of Flow/Strength Projecti . Bill Kennedy presented the working
group with a written status report (copy attached) of the technical team’s efforts in producing
flow projections and other data relevant to the work of the strength-based billing working group.
He also reported that the technical staff’s efforts to develop wastewater strength data on an
ongoing basis for both advanced facility planning and strength-based billing purposes will be
improved significantly when the new wastewater sampling program being developed by the
working group is implemented and begins to generate data from throughout the regional system.

4, tew of tewater Strength Samplin m icipating Agenci
ing/Sampling P m_Sta Plan. Janet Buttman indicated that

development of a specific sampling program plan to be presented for review by the PA’s was
still on hold until we receive a positive response from the SWRCB on the plan proposed in the
short-term report.

The response to the memo issved by SSD to EMTSD following the April 12, 1995 SBB working
group meeting regarding the use of BOD.vs. COD as a basis for testing wastewater strength
generated by Alan Langworthy was circulated to the attendees’ (copy attached). It indicates his

Villarino-468
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agreement with the SBB working group’s recommendation that COD is preferred over BOD as
‘ the streagth testing method of choice for our sampling program.

view Status of 1/1 eturn Flow ] t on SBB P . Bill Butler reported that
Robert Martinez was preparing a proposed draft revision of the computerized cost allocation
model for review by the working group which would incorporate inflow and infiltration (/) and
Fiesta Island (and, in the future, FIRP/NSPF) return flows into the model to ensure the costs
are shared fairly among all agencies using the regional system. Robert will be prepared to
present the proposed revisions to the model in mid-to-late May once more pressing work on
biosolids privatization and O&M estimates to be used in the FY 96 sewer rate case are
completed. The proposed revisions will be reviewed by the working group and presented to
MWWD management for review and approval before they are formally incorporated into the
model.

Janet Buttman reported that she was providing Robert with some recent flow metering data on
UL in the City of Poway, and would provide more data as it becomes available to highlight the
impacts of individual rain events on peak flows around the system. Bill Kennedy reported that
the engineering staff feels that the current peak flow levels in the system are closer to 2.0 than
the 1.8 figure which we’ve been using systemwide for the past several years.

5. Review of Mid-term Report Deliverables.

A, Wastewater strength sampling, lab testing and data analysis plan. As
\ indicated under Item 3, Janet and the Environmental Monitoring and Technical
. «5. Services Division (EMTSD) staff are continuing to work together to develop a
draft sampling program to present to the PA’s following SWRCB approval of the
short-term report.

B. Technical justifications for cost allocations. Bill Kennedy reported that the
engineering team members of the working group are awaiting firm budget
projections for FY 96-2000 CIP and O&M costs for MWWD projects and
facilities. Once the budgets are firm, the team will develop cost allocation
percentages for this 5-year time horizon for cost allocation and rate analysis

purposes.

C. Development of FY 952000 systemwide/individual PA totals for
Q/SS/BOD/COD. BIll Kennedy reporied that the engineering team working on
the MWWD flow/strength allocation project has wrapped up its work in support
of the waiver application. As reported in Item 3 above, Bill Kennedy briefed the
working group on the results of this effort. Once the waiver application is
forwarded to the SWRCB and EPA, the strength projections available from the
waiver application will be reviewed by the engineers assigned to the SBB working
group for incorporation into the strength-based sampling and billing program now
under development by the group.
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D.  Refinement of cost allocation computer model. As reportied under Item 4,
Robert Martinez is continuing to work on a revised version of the cost allocation
model to enable such factors as inflow/infiltration (I/T) and retum flows from -
Fiesta Island to the Pt. Loma plant to be incorporated into the billing process.
Robert will present the resultant revised cost allocations for review internally by
the working group at a future meeting, most likely in late May.

E. Development of draft unit rates for Q/SS/BOD for FY 94. The draft
Q/SS/BOD rates for the selected functional-design allocation methodology for FY -
94 have been revised using the cost allocation model and a derived percentage
allocation approach for distributed cost projects. The revised draft rates have
been incorporated into the latest draft of the short-term report to the SWRCB, and
following further review and approval by MWWD management, will be
forwarded to the SWRCB for review and comment,

F. Development of billing plan/procedures for FY 96 billings. Development of
a detailed billing plan and procedures is still on hold until the draft sampling plan,
the proposed revised cost allocation methodology and the overall strength-based
billing program are reviewed and approved by the SWRCB.

6. Project Inter/intra-department Coordipation. No items/issues requiring additional inter-

intra-department coordination arose at the meeling.

7. Reyiew/Confirmation of Next Meeting. The next meeting is scheduled for 3:00 PM

Wednesday, May 10, 1995, in conference room 5B, MWWD Offices, 600 B Street.
8. Other Issues. No other issues were raised by the group.
10.  Adjoumment. The meeting was adjourned at 4:00 pm.

c:\strngmin.465
5/9/95 - Version # 3
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STRENGTH-BASED BILLING
MEETING MINUTES
MEETING DATE: May 10, 1995 NOTES BY: Bill Butler ’
TIME: 3:00 PM
LOCATION: MWWD Offices, C/R 5B, 600 B Street, San Diego
SUBJECT: Ninth Meeling - Strength-based Billing Working Group

ATTENDEES: Bill Butler, MWWD SSD
Janet Buttman, MWWD O&MD
Stan Griffith, WUD SD
Hedy Griffiths, MWWD SSD
Joe Harris, RAP
Bill Kennedy, MWWD EWRD
Peggy Merino, MWWD SSD
Sudhir Mohleji, MWWD EWRD
Rod Rippel, MWWD EMTSD
Armando Villarino, MWWD EMTSD

1. Review of Meeting Agenda/Purpose. Hedy Griffiths presented a brief overview of the key

issues and agenda items to be reviewed at the meeting to the participants in the strength-based
billing (SBB) working group.

2. Review of Status of Short-term report to SWRCB. Hedy Griffiths passed out copies of the

short-term report which had been reviewed and approved by MWWD management and the
Executive Committee and sent to Ron Blair of the SWRCB on Tuesday, May 9. Hedy thanked
the members of the working group for their efforts in preparing the report, and asked the group
to review it in detail prior to the next meeting to discuss work requirements for the final report
to the SWRCB, which is due later this year.

3. Review of Mid-term Report Deliverables.

A.  Wastewater strength sampling, lab testing and data analysis plan. Janet
Buttman, Rod Rippel and Armando Villarino advised that they are continuing to
work together to develop a draft sampling program to present to the PA’s
following SWRCB approval of the short-term report.

B. Technical Justifications for cost allocations. Bill Kennedy reported that the
engineering team members of the working group are awaiting firm budget
projections for FY 96-2000 CIP and O&M costs for MWWD projects and
facilitics. Joe Harris indicated that he had preliminary data on fen-year
projections for systemwide O&M and CIP costs, and would provide the data to
the working group, including the technical team once the budget projections are
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" firm. When the technical team receives the 10-year projections, Bill indicated
that the team would be prepared to develop cost allocation percentages for the 10-
year time horizon for cost allocation and rate analysis purposes. Sudhir Mohleji
suggested that this would probably not be too difficult a project in that many of ~
the MWWD CIP projects are multi-year projects, and the individual project
allocations would remain the same as for many of the FY 94 projects (. e.,
FIRP/NSPF, NCWRP, etc.).

-

C.  Development of FY 952000 systemwide/individual PA totals for
Q/SS/BOD/COD. Bill Kennedy reported that an internal working draft of the
MWWD flow/strength allocation project was available for use by the group.

D.  Refinement of cost allocation computer model. At the next meeting of the
~ working group, Robert Martinez will present a proposed revised version of the
cost allocation computer model to enable such factors as inflow/infiltration (I/T)
and return flows from Fiesta Island to the Pt. Loma plant to be incorporated into

the billing process.

E.  Development of draft unit rates for Q/SS/BOD for FY 94. The draft
Q/SS/BOD rates for the selected functional-design allocation methodology for FY
94 were incorporated into thé short-term report to the SWRCB. This task is
complete,

F. Development of billing plan/procedures for FY 96 billings. Development of
a detailed billing plan and procedures is still on hold until the draft sampling plan,
the proposed revised cost allocation methodology and the overall strength-based
billing program are reviewed and approved by the SWRCB.

4. Project Inter/intra-department Coordination. No items/issues requiring additional inter-

intra-department coordination arose at the meeting.

5. view/Confirmation of Next Meeting. The next meeting is scheduled for 3:00 PM -
Wednesday, May 17, 1995, in conference room 5B, MWWD Offices, 600 B Street.

6. Other Issues. The working group discussed the assipnments proposed on the meeting
agenda (copy attached) for the initial meeting with the PA’s (expected to occur soon after
we receive preliminary approval from the SWRCB of the proposed plan outlined in the
short-term report). All participants accepted their respective assignments. Joe Harris
also volunteered to present an update/status of the City's sewer rate case to the PA’s at
the initial meeting.

10.  Adjoumment. The meeting was adjourned at 4:45 pm.

c:\strngmin.S05
5/16/95
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STRENGTH-BASED BILLING
MEETING MINUTES

MEETING DATE: _May 31, 1995 NOTES BY: Bill Butler

TIME: 3:00 PM o
LOCATION: MWWD Offices, C/R 5B, 600 B Street, San Diego
SUBJECT: Eleventh Meeting - Strength-based Billing Working Group

ATTENDEES: Bill Butler, MWWD SSD
Janet Buttman, MWWD O&MD
Chuck Crandall, MWWD SSD
Hedy Griffiths, MWWD SSD
Bill Kennedy, MWWD EWRD
Cesar Lopez, MWWD EWRD
Robert Martinez, MWWD SSD
Peggy Merino, MWWD SSD
Sudhir Mohleji, MWWD EWRD
Armando Villarino, MWWD EMTSD

1. Review of Meeting Agenda/Purpose. Hedy Griffiths presented a brief overview of the key

issues and agenda items to be reviewed at the meeting to the participants in the strength-based
billing (SBB) working group. : .

2. Review of Status of Short-term -report to B. Hedy-Griffiths reported .that_she had

discussed the status of the short-term report with Ron Blair of the SWRCB earlier in the day,
and Ron indicated that he had received the report, but had not yet reviewed it in detail. Ron
asked if the City had discussed the report with the Participating Agencies (PA’s) yet, and Hedy
advised him that we were waiting for conceptual approval from the SWRCB before sharing the
report and initiating discussions with the PA’s regarding implementation of the propo§cd
program. Hedy also advised Ron that the City was undertaking a one-time PA sampling
program this summer to acquire current strength data for each PA for FY 96 billing purposes.
Ron was pleased that the City was undertaking this effort.

3. Update on FY 96 Billi tion Selection/One-Time Sampli - Hedy Griffiths
indicated that she discussed the paper outlining five options for developing strength-based bills
for the Participating Agencies (PA’s) for FY 96 (presented to the SBB working group at the May
17th meeting) with Chuck Mueller. Chuck accepted the working group’s recommendation qf
option # 5, which calls for performance of a one-time sampling and lab analysis effort this
summer for each of the PAs’ service areas to establish current wastewater strength
characteristics for the FY 96 billing.

Chuck then discussed the recommendation with Alan Langworthy, who also approved it and
directed his staff to develop a plan and schedule to carry out the one-time effort. Armando
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Villarino handed out a2 memo to the group which provided an estimate of the time it would take
his staff to take the samples for each PA and complete lab analysis for the samples (the estimate
in the handout indicated that @ 6 weeks will be required to complete the sampling and lab
analysis at @23 sites systemwide). Armando indicated that he and his staff were planning to
initiate the effort within the next two weeks. Janet and Armando advised that they would work
together to develop a final list of sampling sites.

4. Review Proposed Revisions to Computer Model. Robert Martinez passed out a handout

which presented a proposed revised version of the cost allocation computer model to enable such
factors as inflow/infiltration (I/T) and return flows from Fiesta Island to the Pt. Loma plant to
be incorporated into the billing process. The working group reviewed the handout and
recommended that the proposed revision be recommended to MWWD management for
incorporation into the FY 96 PA billings. Hedy Griffiths and Robert will present the proposed
revisions to the DD for Support Services for-his review and approval.

Bill Kennedy and Janet Buttman noted that they both felt that the flow estimate for systemwide
I/T on Robert’s spreadsheets was too low and the associated SS and COD were too high. They
both suggested that we will be able to establish better data on /I and related SS/COD once the
long-term metering and sampling program proposed for the strength-based billing program starts
generating data.

5. Review of PA Meeting Schedule/Discussion Items. The working group then reviewed the

elements of the proposed program to be discussed with the PA’s, and individual mcmbf:rs
updated the group on the status of their presentations to the PA’s at the initial meeting (which
will be held once the SWRCB approves the draft short-term report). Later meetings with the
PA’s could include all the PA’s or just selected members interested in special topics such as
ADS meters, sampling sites, etc. The assignments for the initial meeting remained the same as
proposed during the last working group, and include:

. Strength-based billing program overview Hedy Griffiths
-progress to date, schedule, etc.
° Flow/strength metering/sampling plan Janet Buttman\
and meter/sampler instaliation schedule Rod Rippel
. Cost allocation approach Sudhir Mohleji
) Computer-based allocation model Robert Martinez
o FY 96 budget estimate/SBB schedule Mary McKinnon
. FY 96 City of San Diego sewer rates Joe Harris
*  PA SBB subcommittee proposal Hedy Griffiths

id-term Report Deliverables. The group then reviewed progress toward
expanding the basic elements of the program outlined in the short-term report into more
comprehensive, detailed policies and procedures for incorporation into the mid-term report, the
target date for completion of which is @ September 1, 1995.
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A. Wastewater strength sampling, lab testing and data analysis plan. Janet-
Buttman and Armando Villarino advised that they are continuing to work together
to develop 2 draft sampling program to present to the PA’s following SWRCB .
approval of the short-term report.

B. Technical justifications for cost allocations. Bill Kennedy reported that the
engineering team members of the working group are awaiting firm budget
projections for FY 96-2000 CIP and O&M costs for MWWD projects and
facilities from Joe Harris, who was unable to attend the meeting.

C. Development of FY 952000 systemwide/individual PA totals for
Q/SS/BOD/COD. Bill Kennedy reported that the interal working draft of the
MWWD flow/strength allocation project circulated to various members of the
group last week was still being reviewed and updated.

D.  Refinement of cost allocation computer model. See Item 4 above.

E Development of billing plan/procedures for FY 96 billings. Development of
a detailed billing plan and procedures is still on hold until the draft sampling plan,
the proposed revised cost allocation methodology and the overall strength-based
billing program outlined in the short-term report are reviewed and approved in
concept by the SWRCB.

7. Project Inter/Intra-department Coordination. No items/issues requiring additional inter-
intra-department coordination arose at the meeting. .

8. iew/Confirmation of Next Meeting. The next meeting is scheduled for 3:00 PM _
Wednesday, June 14, 1995, in conference room 5B, MWWD Offices, 600 B Street.

9. Other Issues. No other issues required working group discussion.
10.  Adjournment. The meeting was adjourned at 4:15 pm.

c:\stmgmin.515
6/1/95 - Version # 2
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THE CITY OF

SAN DIEGO

ME’IRO;’OLIT AN WASTEWATER DEPARTMENT
600 B STREET, SUITES500 = SAN DIEGO, CALIFORNIA 92101 - 4587
PHONE: (619) 5334200 < FAX:(619) 5334267

June 12, 1995

Mr. Ronald R. Blair, Reveme Program Specialist
State Water Resources Control Board

Division of Clean Water Programs

2014 T Street, Suite 130

P. O. Box 944212

. ’ Sacramento, CA 94244-2120

REVENUE PROGRAM REVIEW UPDATE No. 1
CITY OF SAN DIEGO, CLEAN WATER GRANT PROJECT NO. C-06-1092

Dear Mr. Blair:

The purpose of this letter is to confirm our conversation on Wednesday, May 31, 1995
concerning the overall plan for implementation of a Strength Based Billing (SBB) method and
to provide an update on refinements of the proposal.

As discussed previously, our intent is to receive your input and conceptual approval of our
proposal before distribution to and inclusion of the Participating Agencies (PA's) for final
planning and implementation of SBB. At the same time, the SBB team continues to work toward
the fmal proposal and implementation of strength based billing to distribute costs among our

users on a more fair and equitable basis, as required.

SBB SAMPLING

An SS/COD sampling will take place this month, to update the suspended solids data from FY88
and to include COD data.

% g
a LAV
® - L Srouada
: . MWWD—BH0262 X F e
. e 6LSS _DIVERSITY

6-30-05 COS SEC Subpoena



Mr. Ronald R. Blair, Revenue Program Specialist

State Water Resources Control Board June 9, 1995
Page 2 of 3

REVENUE PROGRAM REVIEW UPDATE No. 1
CITY OF SAN DIEGO, CLEAN WATER GRANT PROJECT NO. C—06-1092

EY96 PROPOSED SAMPLING

The FY96 proposed budget for the City of San Diego includes funds to upgrade meters for
collection of strength sampling as well as for lab testing and data analyses.

SBB COST ALTOCATION MODEL

Since the initial submission, MWWD staff has continued to develop and refine the SBB cost
allocation model. It was determined that it is necessary to recognize z systemwide costs, both
the infiltration and inflow (I/T) and the centrate flows originating at the Fiesta Island biosolids
dewatering facility which are returped to the Pt. Loma regional treatment facility. This
recognizes the need to distribute costs on a fair and equitable basis as required to all agencnes

and customers using the Metropolitan Sewage System.

As mentioned, to date all analyses using FY94 actual costs and FY88 sampling have shown a
reduction in PA costs; it is assumed the same will hold true for FY96 budgeted amounts based
on current sampling with I/I and Fiesta Island returns included.

Attached are a series of spreadsheets of FY 94 allocated costs, which incorporate Ul and Fiesta
Island return flow costs as a component of the cost shared with the PA’s. These spreadsheets
illustrate the allocation approach we plan to implement for the FY 96 Strength Based Billings.

F 225 SB BILLING AND MEETINGS WITH PA’S

The sampling will be complete by mid-August and upon your concepiual approval of our
proposal, we will then schedule the meeting to provide the PA’s with the revised FY96 billing
based on Flow, Suspended Solids and COD. At the initial meeting we will provide an overall
presentation of the proposed SBB method, work in progress, solicit PA input, and schedule
foture meetings between the PA’s and the City of San Diego.

, MWWD-BH0263
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Mr. Ronald R. Blair, Revenue Program Specialist

State Water Resources Control Board June 9, 1995
Page 3 of 3

REVENUE PROGRAM REVIEW UPDATE No. 1
CITY OF SAN DIEGO, CLEAN WATER GRANT PROJECT NO. C-06-1092

FY96 SB BIILING, FY35 ADJUSTMENT AND FY% ADJUSTMENT

On May 1, 1995, the PA’s were provided FY96 estimated billings based on our proposed
budget, which will not receive final approval until Jupe 30, 1995. As in the past, when actual
costs for the prior fiscal year (FY95) are determined and agreed to by the Auditor, we then
provide the PA’s with the actual costs and actual flow for FY95 as an adjustment, along with

the revised FY96 budget for their FY96 billings. This normally coincides with the first quarter

billing to the PA's.

For FY96, it is our intent to adjust actual FY95 costs based on flow and at the same time, to
provide the PA’s with the revised FY96 budget dollars based on Flow, Suspended Solids, and
COD. With the first quarter adjustment for FY96, actual cost, flow, suspended solids and COD
data collected during FY96 will be used for the FY96 strength based billing adjustment.

Please contact me at (619) 533-5420 regarding any comments or questions about the above
information or about the contents of our original submittal.

Sincerely yours \
Hedy R. Griffiths
Supervising Administrative Analyst,

Agency Contracts

[BLAIRHRG.695}

cc: F. D. Schlesinger
C."E. Mueller, Jr.
SBB Team
Grants Administrator

Ve
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. STRENGTH-BASED BILLING
MEETING MINUTES -
MEETING DATE: June 14, 1995 NOTES BY: Bill Butler o B
TIME: 3:00 PM
LOCATION: MWWD Offices, C/R 5B, 600 B Street, San Diego
SUBJECT: Twelfth Meeting - Strength-based Billing Working Group

ATTENDEES: Amer Barhoumi, MWWD EWRD
Bill Butler, MWWD SSD
Janet Buttman, MWWD O&MD
Chuck Crandall, MWWD SSD
Hedy Griffiths, MWWD SSD
Joe Harris, WUD RAP
Mary McKinnon, MWWD SSD
Peggy Merino, MWWD SSD

1. Review of Mecting Agenda/Purpose. Hedy Griffiths presented a brief overview of the key

issues and agenda items to be reviewed at the meeling to the participants in the strength-based
. . . billing (SBB) working group. . .

2. i f -term 1 . Hedy Griffiths reported that she had
forwarded an update to the short-term report-to Ron Blair of the SWRCB in a letter dated June
12, 1995. The letter formally advised Mr. Blair of the City’s intent to conduct a suspended
solids (SS)Ichemig:d oxygen demand (COD) sampling program this summer to update the SS

data from FY88 and to start a new data base for PA COD data. The data will be used as the
- basis for PA strength-based billings in FY 96.

The letter also formally advised the SWRCB of the refinements which the SBB working group
recommended be.added to the SBB cost allocation model to share the costs of inflow and
infiltration (I/I) and the Fiesta Island return flows with the PA’s. Incorporation of these
refinements into the cost allocation model and the FY 96 strength-based billing was approved
by MWWD management Jate last month.

3. n FY mplin . Hedy Griffiths reported that Armando
Villarino, who was unable to attend the meeting because he was serving on an interview panel,
advised her that his division had commenced performance of a onc-time sampling and lab
analysis effort this week for each of the PAs’ service areas 1o establish current wastewater
strength characteristics for the FY 96 billing. Armando will provide a detailed update regarding
the sampling effort at the next meeting. .

- M '
4. Review Proposed Revisions to Computer Model. As reported under item No. 2 above, the B

Villarino-468 COS002617



cost allocation computer model revisions proposed by Robert Martinez, which included such
factors as inflow/infiltration (I/T) and return flows from Fiesta Island to the Pt. Loma plant, were
included in the letter update to the SWRCB. These revisions will be incorporated into the FY
96 billing process. The working group reviewed the revised handouts included in the letter to
the SWRCB.

5. i f PA j h i ion Items. The working group then reviewed the

elements of the proposed program to be discussed with the PA’s, and individual members
updated the group on the status of their presentations to the PA’s at the initial meeting (which
will be held once the SWRCB approves the draft short-term report). The followon meetings
with the PA’s could include all the PA’s or just selected members interested in special topics
such as ADS meters, sampling sites, etc. The assignments for the initial meeting remained the
same as proposed during the last working group, and include:

. Strength-based billing program overview . Hedy Griffiths
-progress to date, schedule, etc.

* Flow/strength metering/sampling plan _ Janet Buttman\

: and meter/sampler installation schedule : Rod Rippel

b Cost allocation approach _ . Sudhir Mohleji

. Computer-based allocation model Robert Martinez

® FY 96 SBB schedule/May 1 estimate Mary McKinnon

. FY 96 City of San Diego sewer rates Joe Harris

.® PA SBB subcommittee proposal Hedy Griffiths

6. Review of Mid-term Report Deliverables. The group then reviewed progress toward

expanding the basic elements of the program outlined in the short-term report into more
comprehensive, detailed policies and procedures for incorporation into the mid-term report, the
target date for completion of which is @ September 1, 1995. .

A. Wastewater strength sampling, lab testing and data analysis plan. Janet
Buttman and Armando Villarino advised that they are continuing to work together
to get the new meters installed systemwide, and are developing a draft sampling
program to present to the PA’s following SWRCB approval of the short-term

report.

B. Technical justifications for cost allocations. Joc Harris agreed to deliver the

~ draft budget projections for FY 96-2004 CIP and O&M costs for MWWD
projects to the engineering team members of the working group for the purposc
of developing cost allocation percentages.

C. Development of FY 962004 systemwide/individual PA totals for
Q/SS/BOD/COD. MWWD systemwide strength data is still being reviewed and
updated by the technical group, and will be supplemented once data begins to
become available from the long-term sampling 2pd“data analysis ¢ffort.

~ -

Villarino-468
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D. Refinement of cost allocation computer model. See Item 6 above.

Development of billing plan/procedures for FY 96 billings. Development of -
a detailed billing plan and procedures is still on hold until the draft sampling plan,
the proposed revised cost allocation methodology and the overall strength-based
billing program outlined in the short-term report are reviewed and approved by
the SWRCB. Management approval of the SBB working group’s recommendation

to conduct a one-time sampling effort to provide up-to-date data on PA
wastewater strength provides necessary direction for establishment of each PA’s
billing basis for FY 96 .

7. Pr ject Inter -d m ingtion. No items/issues requiring additional inter-
Intra-department coordination arose at the meeting.

8. icw i ing. The next meeting is-scheduled for 3:00 PM
Wednesday, June 28, 1995, in conference room 5B, MWWD Offices, 600 B Street.

9. Other Issues. No other issues required working group discussion.
10.  Adjournment. The meeting was adjourned at 3:25 pm.

c:\stmgmin.645
6/22/9§
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In reply, please refer to
Chronological Number:

THE CITY OF | .132556

SAN DILGO o

METROPOLITAN WASTEWATER DEFARTMENT
600 B STREET, SUITE500 =« SANDIEGO, CALIFORNIA 92101 — 4587
FHONE: ( 61 9) 5334200 e+ FAX:(619) 5334267

May 9, 1995

Mr Ronald R. Blair, Revenue Progmm Specialist
State Water Resources Control Board

Division of Clean Water Programs

2014 T Street, Suite 130

P. O. Box 944212

Sacramento, CA 94244-2120

Dear Mr. Blau"

REVENUE PROGRAM REVIEW - CITY OF SAN DIEGO, CLEAN WATER GRANT
PROJECT NO. C-06-1092

The pﬁrposc of this letter report is to:

. 1. provide an initial response to the wastewater user charge system elements of your letter
. dated September 30 1994 regarding our Clean Water Grant Project No. C-06-1092; and

2, present a long-range program which the City will develop and execute to make the
necessary changes to our wastewater charge system to bring it into compliance with grant
requirements as outlined in your letter.

OVERVIEW OF STRENGTH-BASED BILLING FOR PARTICIPATING AGENCIES
The basic premises of this submittal in response to your September 30, 1995 letter are: .

1. the data and the draft program submitted in this letter will serve as the initial foundation
_of a new strength-based billing system to be implemented in Fiscal Year 1996 by the City
" of San Diego and the Parmlpatmg Agencies (PA’s); and

2. the City and the PA’s will review the data and the draft program mcludcd in thls letter,
will incorporate direction and guidance provided to us by your office as a result of your
review of this initial submittal, and will execute a revised draft program in order to
modify our existing PA billing process and procedures to implement a formal strength-
based billing process and procedures for the fiscal year commencing July 1, 1995
(FY96). Ay

® : ’ ' ' DIVERSITY
Printed on rocreled paper : BRINGS US AL TOGETHER
. DK 02266
EA D421 -
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' Mli Rosald R. Blair, Revenue Program Specuhst

Stats Water Resources Control Board -~ . * .o ' - 132556
Page 2 of 11' . . . .

STRENGTH-BASED BILLING PROGRAM SUMMARY

The following key elements comprise the City’s basic program for converting its existing flow-

_based billing system for the PA’s to a flow- and strength-based billing system as called for in

Appendix B, "Guidelines for Administering Fair and Equitable Clause Contained in Clean Water
Grant Contracts”, of the State Water Resource Control Board's (SWRCB) Revenue Program
Gurdelmes for Wastewater Agcnc1es dated April 1983:

1, draft PA wastewater strength sampling, lab testing and data analysis plan;

2. draft technical justifications for cost allocations for FY 94 CIP;

3. dmaft FY 94 systemwide totals for flow-Q, suspended solids-SS biochemical oxygen
demand-BOD;

4. draft unit rates for Q, SS, and BOD for FY 94;
5. draft cost allocation computer model development plan; -

6. draft plan for implementing & strength—based billmg system using SS and chechal
oxygen demand (COD) as the desired strength parameters; and

7. draft billing plan for issuance of FY 96 bﬂhngs.

Items 3 and 4 also provide specific responses to your requests for FY 94 data and rates for our
system

The following paragraphs provide a brief overview of each of these strength-based billing
program‘elements.

Draft Sampling, Lab Testing and Data Analysis Plan

In order to implement a strength-based billing program for the PA’s, the City is in the process

of developing a draft sampling, 1ab testing and data analysis plan, Wthh includes these major
clements:

1. Review of the existing flow metering sites for the PA’s to determine their appropriateness
for incorporating strength-based sampling equipment. Exhibit 1 identifies locations of
existing metering sites. Exhibit 2 identifies the specific location, agency being metered,
and type of meter installed at each existing location.

2. Analysis of proposed additional Q/SS/COD metering and sampling sites to proﬁde more
accuracy for both the City and the PA’s in determining PA Hfluent wastewater
characteristics, Exhibit 3.

. ‘ DK 02267
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"Mr, Rom‘ld R. Blair, Revenue Program Specialist . . . . 132556
- State Water Resources Contrql Board ’
nge 3ofll

3 Development of a proposed City and PA planlschedule to perform prchmmary sampling
to mmbhsh baseline strengths for each PA.

'4. Review of use of 1988 Industrial Waste Section WS) PA SS and BOD sampling

program results for initial FY 96 billings until sufficient FY 96 data is collected and
analyzed.

5. Currentlproposed City budget actions (FY 95/FY 96) to provide the personnel and
equipment resources to implement the plan.

The City intends to build upon its existing flow metering system and procedures to incorporate
sampling of PA influent wastewater to determine each agency’s SS and COD contributions to
the regional system, Exhibits 1 through 3 ‘provide specific information on both the City’s
existing metering sites as well as those sites being considered by the City and the PA’s as
additional locations for metering and sampling PA wastewater,

The City is proposing the following sampling program for consideration by the State and the
PA’s for sampling PA wastewater contributions to the regional system:

1. Frequency of sampling: 3 samples per year at up to' 56 sites = 168 samples
annually

2. Metering/sampling sites: 31 agency sites
25 City sites

3. Sample type: . 24-hour flow-proportioned composite sample

4, Bquipment (ixiitial): AutoSampler with flow-proportioned input (minimum of 6
additional samplers required at an estimated total cost of
$50,000)

5. Tests performed: 1 Total Suspended Solids (TSS) test per 24-hour, flow-
proportioned composite sample
1 Chemical Oxygen Demand (COD) test per 24-hour, flow-
proportioned composite sample

" Following discussions with the PA’s; Metropolitan Wastewater Department (MWWD) staff are
~ prepared to initiate a sampling program later this year to update the data captured during a one-

time, systemwide PA sampling program for SS and BOD performed by the MWWD’s Industrial
Waste Section staff in 1988, The results of this initial sampling effort will be used for actual

FY 96 ad_;ustmcnts and to develop future billings for the PA’s based upon Q, SS and COD as
outlined in the following sections of this interim report.

The City’s FY 96 budget includes funds to upgrade existing ADS flow meters with new or

- . DK 02268

6-30-05 COS SEC Subpoena



. Mi Ronald R: Blair, Revenue Program Specialist = ~ . o : 132556

State Water Resources Control Board

. Page 4 of 11

as well as the additional sites highlighted in Exhibit 2. Once your agency has acted favorably
on the proposed sampling program and our budget request is approved by the City Council,
MWWD staff will meet with the PA’s to determine the most appropriate sites for sampling.
locations. Once we have agreement with the PA's regarding the proposed sites, equipment will
then be purchased and installed. As additional data is captured and analyzed, the City will begin
to build a comprehensive database of the flow and streagth contributions from both the PA’s
respective service areas and several key locations and drainage areas within the City of San

" Diego’s service area. This data will augment the 30 years of flow data which has already been

collected on PA and City flows throughout the regional system.

The City will also continue to work with the International Boundary and Water Commission
(IBWC) to meter and sample flows originating in Mexico which are captured and transported
through the IBWC’s emergency connection into the San Diego regional system. A sampling
program is already being conducted by the City in conjunction with IBWC and Mexican
authorities to identify not only the conventional pollutants (SS/BOD-COD) in the Mexican
influent, but also those priority pollutants flowing into the system as a result of industrial and
commercial activities south of the border. This data will also be incorporated into the overall
analysis of wastewater strength systemwide to ensure that all contributors’ respective shares of
pollutant contributions to the system are accurately identified so that costs can be fairly and

equitably apportioned to all users of the regional system as called for in the Revenue Program
Guidelines,

The City is plaoning to use chemical oxygen demand (COD) rather than biochemical oxygen
demand (BOD) as a measure of wastewater strength. Other major agencies, such as the County
Sanitation Districts of Los Angeles County (CSDLAC) have used COD successfully in
establishing influent wastewater strength for their PAs as well as their industrial waste

permittees. Previous conversanons with you have indicated that there is no preference by your
office.

The primary advantages of COD over BOD as a basis for establishing the strength contnbutlons
of the Pas’ influent wastewater include:

1. refrigeration is not required for COD samples as is the case for BOD samples; this may
eliminate the need for 110-volt electrical power lines to be run to each sampling site and
for refrigerated samplers.

2. COD tests are much faster, simpler and more cost-effective to run than the BOD tests,
which require 5 days to complete,

Preliminary Cost Allocations for FY 94 CIP Projects and O&M Costs
In response to specific guidance you provided via telephone, rega:dmg allocation of capltal costs

and O&M for Fiscal Year 1994 (FY 94), City staff and engineering consultants conducted an
analysis of the projects constituting the MWWD's FY 94 capital improvement program (CIP)

R DK 02289
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Mr. Ronald R, Blair, Reveaus Program Specialist - 13%556
State Water Resources Control Board .
Page 5o0f 11 "

and O&M activities. The approach and results of tlns prelumnary ana]ysw are presented in this

submittal, and include:

1. a descnpnon of the rwults of a preliminary technical review of MWWD’s FY 94 CIP
projects; and

2. spreadsheets identifying allocations to Q/SS/BOD-COD for all of the FY 94 MWWD CIP
projects and O&M activities, Exhibits 4-1 and 4-1A through 4-1C.

- Preliminary Technical Review of the MWWD FY 94 CIP. The engineering team established

to develop preliminary cost allocations for the MWWD FY 94 CIP reviewed cost allocation
methodologies employed by other agencies. The chosen approach incorporates a cost allocation
methodology which segregates existing facilities/projects under demgn or construction into two
categories:

1. ‘facilities/projects which were specifically designed and opelited to transport and/or treat
wastewater (1. e., interceptors, headworks, primary sedimentation tanks, trickling filters,
~ etc.); these can be termed direct cost projects; and

2. facilities/projects which are integral elements of a regional system essential to system
operation, yet are not specifically designed and/or operated to transport or process
wastewater (plant control center, maintenance and administrative buildings, warehouses,
plant water systems, etc.); these can be termed distributed cost projects.

The engineering team preparing the FY 94 MWWD cost allocations adapted this approach to
incorporate the specific features of the San Diego regional wastewater system. The allocations
were based upon a system flow and wasteload model to estimate the relative quantities of flow,
SS and BOD received and processed by individual CIP project. This model has been used in
preparing flow allocations for the City’s ongoing rate program and flow and wasteload projection
effort. Inputs to the model were based upon City monitoring reports.

Preliminary FY 94 MWWD CIP Cost Allocations. Exhibit 4-1 and supporting Exhibits 4-1A
through 4-1C present the results of our preliminary technical analyses and allocation of
MWWD’s FY 94 CIP and O&M costs among the three parameters. As outlined in the previous
section, individual unit process projects are categorized as direct cost projects, and their specific
costs are allocated based upon design loadings, removal efficiencies, etc., whereas the costs for
the projects which benefit the Pt. Loma plant as a whole (i. ., the maintenance and
administrative building expansion) are viewed as distributed cost projects, and are allocated on
a system-wide derived percentage allocation basis.

- DK 02270
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" M. Ronald R. Blair, Reveniie Program Specialist . 432556

State Water Resources Control Board
Page 6 of 11

FY 96 Allocations

An estimate for the FY 96 strength-based billing has been developed based on the City’s FY 96
CIP and O&M budget and prior strength data, Exhibit 5. The draft billing includes a detailed
analysis and allocation of the FY 96 capital and O&M costs of all MWWD regional facilities,
including all conveyance facilities (interceptors and pump-stations), wastewater/water reclamation
and biosolids treatment facilities (all unit processes), and disposal/reuse facilities (outfall, water
repurification facilities, biosolids reuse facilities, etc).

Systemwide Q/SS/COD Totals

This submission identifies flow, SS and COD-data on a systemwide basis for the past five years,
presents a brief description of the sources of data used in establishing FY 94 data, and outlins$
an approach for establishing actual flow and wastcload date and for making future projections
of flow and loadiing for:

1. tﬂc regional systcm as a whole; and
2. each of the individual PA’s.

Rccords of mﬂuent flow and wasteload conditions at the Pt. Loma Wastewater. Treatment Plant
(PLWTP), which presently treats the wastewater originating in the San Diego regional system,
referred to as the Metro or Metropolitan System, have been maintained by the City of San Diego
since operations began in 1963. The City's wastewater flow and quality monitoring program
is comprehensive, and is designed to provide information necessary to support several critical
utility functions, including wastewater treatment operations, the regional industrial pretreatment
program, regulatory compliance activities, and PA billings. Key sources of compiled wastewater
flow and quality information include the following:

1. PLWTP Monthly Monitoring Report;
.2. Pt. Loma Ocean Outfall Annual Monitoring Report;
3. systemwide, sub-basin and PA flows;
4, PLWTP influent and unit process flow and strength; and
5. special investigations. 5
A summary of the past 5 years of s;rstemwide flow and wasteloadings is preseﬁted in Table 1
below. As indicated in the footnote to the table, these flows include the contribution from the

IBWC emergency connection, but exclude return flows to the PLWTP from the Fiesta Island
Sludge Dewatering Facility. The City does not expect to continue to receive flow from the

i DK 02271
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"+ " Mir. Ronald R. Blair, Revenue Program Specialist . : _
. State Water Resources Control Board | : ' 132556
Page 7 of 11 .

IBWC emergency connection once the IBWC’s international treatment plant is placed into
operation, expected in calendar year 1996.

TABLE 1 .

SYSTEMWIDE FLOW AND WASTELOAD GENERATION®

Flow® TSS . BOD;
FY (mgd) . (bs/day) (bs/day)
1990 190 463,000 448,000
1991 178 438,000 450,000
1992 175 420,000 397,000
1993 188 419,000 397,000
1994 175 389,000 395,000

®  Includes Tijuana Emergency Connection flows, excludes return flow from Fiesta Island Sludge Dewatering
Facility. .
®  Average annual daily conditions.

. . Future wastewater flow and wasteload projections for the regional system are currently being
prepared. In general, these projections will be based upon disaggregated population forecasts
for sewered areas across the regional system service area, and will reflect unit generation rates
for Flow, TSS and COD. .

Draft Unit Rates for Q/SS/BOD for FY 94

Table 2 presents draft unit rates which allocate FY 94 CIP and O&M costs to each individual
wastewater parameter. These draft unit rates can be used as a baseline by the City and the PA’s
for review and comparison of proposed draft unit rates for Q, SS and COD for FY 96 and future
years. Please note that BOD is used as a strength parameter for the FY 94 draft mate
calculations since we tested for BOD and not COD during the 1988 sampling program. We will
conduct tests for COD rather than BOD in our proposed new sampling program. The unit rates
for FY 96 and beyond are expected to shift toward higher rates for SS and COD since the new
facilities under design and construction by MWWD are advanced treatment facilities designed
primarily to achieve higher removals of'SS and COD from the influent wastewater.

— DK 02272
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’ . TABLE 2. :
UNIT COST DEI'ERMINATION FOR FISCAL YEAR 1994
TREATMENT -© REVENUE ' COST
PARAMETER REQUIREMENTS, $@ | - UNITS PER UNIT
TOTAL WASTEWATER FLOW $48,399,074 . | 64,167.09 | $754.27®
TOTAL SUSPENDED SOLIDS. $30,324,231 148,622.29 |  $204.04¢
(TSS)
TOTAL BIQCHEMICAL -~ $20,864,222 147,702.09 $141,269
OXYGEN DEMAND (BOD)
TOTAL $99,587,527

(2) Includes Operations & Maintenance, Repair, Replacement & Betterment Costs
(b) Million gallons per year

(¢©) Thousands of pounds per year

(d) Per million gallons

(e) Per thousand pounds

Draft Cost Allocation Computei' Model Development Plan

In order to sausfy the PA’s that their respective billings are properly caiculated, the C1ty
currently employs a flow-based computer cost allocation and billing model which:

1. defines MWWD’s budgeted and projected CIP capital financing and O&M costs for the

‘next ten years;

2. identifies each PA’s flows; and

3. breaks out each agency’s annual costs for its respective share of capacity rights and

anticipated flow-based use of the regional system.

.Expansion of the current flow-based cost allocation and billing system to incorporate each PA’s

wasteload characteristics has required development of another, more comprehensive model. The
City of San Diego has thus developed a draft computer model which allocates the annual costs
of the regional system to the PA’s based on wastewater flow and strength. The new model will
allow the City to provide the PA’s with long-range estimated budgeting and billing information.
The estimates developed for the PA’s by this cost allocation model will enable them to
incorporate projected costs into their respective budgeting and ratesetting_processes. A key
feature of the model will be its compatibility with the Sewer Revenue Fund Financial/Rate

Model.

6-30-05 COS SEC Subpoena

DK 02273



" M. Ronald R. Blair, Revenue Program Specialist . .

State Water Resources Control Board o . 132556
Page 9 of 11 . .

The schedule for 1mplementauon of an appropriate cost allocation modcl includes the following
proposed milestones and projected completion dates: .

TABLE 3. ‘ '
- IMPLEMENTATION SCHEDULE FOR COST ALLOCATION MODEL

Milestone . Projected Completion
: Date

1. Define/identify input and output requirements. " Completed

2. Review Existing Cost Allocation Models and Identify ~ Completed
Strengths and Weaknesses.

3. Determine if City should acquire existing cost allocation Completed
model or develop its own.

4. Acquire an existing model and revise as necessary or " Completed
develop a City model.

5. Provide test data for review by other team members. Completed

6. Review the sample outpui with MWWD management, May 12, 1995

the City Executive Committee, the PA’s (and the

SWRCB if the SWRCB desires to review the model)
and revise as directed.

7. Finalize computer modelling and brovide documentation June 30, 1995
for operation of the computer model by City staff, the
PA’s and other consultants (if so directed by the City).

Draft Plan for Implementing a Strength-based Billing System

Section 7 of the City's existing Sewage Disposal Agreements (SDA’s) with the PA's calls for
the City to .., maintain, manage and control the Metropolitan Sewerage System in an efficient
and eoonormcal mannet...(and) convey, treat.. .and dispose of all sewage received into the ..
System under the terms of this contract in such manner as to comply with all applicable laws,
rules and regulations.” Section 6 requires the PA’s to "..comply with the applicable statutes,
rules and regulations of agencies of the United states of Amenca, the State of California, and
the County of San Diego, havmg jurisdiction over the collection, transmission, treatment, and
disposal of sewage and wastes.” These sections of the existing SDA's provide the City with the
ability to develop a strength-based billing system to comply with the CleanWater Act and its
implementing regulations (the SWRCB’s Revenue Program Guidelines).

The City is examining the issue of whether amendments to the SDA's are appropriate given the

current situation. At this point, the decision to amend the SDA's has not been resolved.

- DK 02274
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- Draft Blllmg Plan forlsuance ofFY96Bﬂ]mgs o

The City recognizes that 1mplemcntat10n of a more comphcaxed billing process whlch
incorporates PA wasteload characteristics will require several meetings with the PA’s to discuss
the proposed new billing procedures, formats, etc., the proposed metering/sampling program, -
and the cost allocation methodology, etc. Meetings will be scheduled with PA representatives
to discuss the various elements of the proposed billing procedures and formats as well as the
methodology employed to allocate costs, once approval of this plan is received from your office.

The billings will be developed based on the information available after close of FY 95 in late
summer: budget projections for FY96, flow and sampling data obtained to date and the cost
allocation method by loading parameters (Q, SS and COD) for capital cost, operations and
maintenance cost, The revised format will be consistent with current City of San Diego billing
format modified to display the strength-based allocation to all PA’s in accordance with the "fair
and equitable” guidelines in the Clean Water Act.

The followmg schedule 1denuﬁes the tasks and target dates for commencmg strength—based

" - billings in FY 96:

- 05/15/95 Maxl each PA a preliminary estimate of their respective shares of the proposed FY 96

. budget based on allocation of the proposed budget of estimated. costs for FY96 to
flow, suspcndcd solids and COD.

06/01/95 Meet w1th PA representatives to discuss ‘optional bﬂlmg formats to include strength-
based allocation of costs, unit costs for each parameter, sampling sites, etc. .

07/03/95 Prepare an initial draft estimated strength-based billing for each PA to include costs
for the proposed FY96 budget, sample data and allocation methods available to date.

08/01/95 Mail the PA first quarter strength-based billings for FY96.

11/01/95 Mail the PA second quarter strcngth—based billings for FY96 and adjusted FY95 flow-
based billings.

"01/30/96 Mail PA third quarter strength-based billings for FY96.

05/01/96 Mail PA fourth quarter strength-based billings for FY96.

1]

05/01/96 Mail PA estimated FY 96 Adjustment and FY 97 Budget Estlmatcs based on flow,
suspended solids and COD.

- DK 02275
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. | FUTﬁREREPORTS-

Once we receive your comments on this proposed draft program, we will commence meeting
with the PA’s to review and achieve consensus on the various elements of the proposed program. -
We also expect to produce a more detailed report later this year. which will present our final
program and will include the specific policies: procedures, metering/sampling-schedules and

locations, computer model, and FY 96 budget and billing format for 1mplcmcnt1ng strength-
based billing. _

Please contact either Hedy Griffiths or Charles E. Mueller, Jr, of my staff should you have any
questions regarding the material submitted or our progress in implementing strength-based
billing. Hedy can be reached at (619) 533-5420, and Chuck can be reached at (619) 533-5360.

Sincerely yours,
Z. inger
Director, MWWD
cc: Executive Commlttee
--Finance Team
Staff
?

i DK 02276
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STATE WATER RESOURCES CONTROL BOARD
DIVIEION OF CLEAN WATER PROGRAME

2016 Y STREEY. SUITE 130

PO BOX 944212

SACRAMENTO. CA 94244-2120

916 2274489 ) -3,.-{3‘.
(16 2274595 FAX B A

SEF 30 1954 ‘ (mg 7 .

REVENUE PROGRAM REVIEW - CITY 0FSANDI§GO. CLEAN WATER GRANT
PROJECT NO. C-06-1092

I wish 10 express my sppreciation for the cooperation the staff of the City of San Diego
(City) gave me during my recent visit to your office. The following information is requosted
by November 1, 1994, to complete my review of the City’s compliance with the
requirements of USEPA's Clean Water Grant requirements.

. . L Pmmlainmmemmwotme;mm
‘ agreement” jtem that appears in the wastewater budgets and andits.

2.  Please provide the legal basis for charging the wastewater fund for
"use of city owned right-of-way. Also provide the data that was
- used to determine the amount that is charged for this item.

3. Please provide the rational for charging “outside city® direct billed
accounts twice the normal rate for sower sevrvice. Under USEPA
. regulations the City ‘must chargs all users in pruportion to the cost
of providing treatment services,
In addition, the City must adopt the following changes to bring its wastewater user charge
:ymmowmpliamewimﬂwrequhemoﬂheexisﬁugMWtacmerGum

a.  The City must modify their sgrecmouts with all
agencies {0 include charges for BOD and TSS content as weil as

b.  The City must include septage discharges into their rate
ordinance/resolution. The City is acoepting discharges from
sepiage haulers. However, 1 was unable 10 find any mention of
septage havlers in the City rate codes.

. ) STAYE OF CALIFORNIA - CALIPORNIA ENVIRONMENTAL PROTECTION AGENGY

Db Q2UN-S

. P OZ%2-3
) . DK 05453
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Mr. Jack McGrory -2~

t

c.  The City must develop forecast unit costs, including sppropriste
indirect for vastewater flow, BOD removal and TSS
vemoval. These unit costs should be based on the prior year's
costs and forecast increases. The forecast unit costs must be
wansmicied 0 all participating agencies as soon as possiblo cach
year to affow them to imploment any needed rate adjustasents prior
to the start of the next fiscsl year. .

Please provide the information requested in Jems 1-3, aboveundaﬁmaab!efuwmm
with Items a-c by November 1, 1994. If you are unable 10 meet this deadline please contact
me at (916) 227-4489.

Sincerely,

L. 00085,
Ronald R. Blair
Revenve Program Specialist

DK 05454
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. N In reply, please tefer w
City of San Diego - - Chronological Number:

METROPOLITAN WASTEWATER DEPARTMENT

MEMORANDUM . CWP-
533-4200 )
DATE: August 1#, 1995 . *
TO: Bill Hanely, Deputy MWWD Director, Service and Contracts Division
FROM: Hedy R. Griffiths, Supervising Management Analyst

SUBJECT: SWRCB Feedback - EPA Grant Project No. C-06-1092 :

This morning I received a retumn call from Ron Blair, SWRCB. Information on Strengﬂ\.BaSed
Billing (SBB) had been sent May 9, 1995 and June 12, 1995 in responsc to information he
requested by letter dated September 30, 1994 after a grant related audit.

"Mr. Blair responded on June 9, 1995, requesting further response to three questions related to
_passing costs on to the Participating Agencies. Response was sent on July 31, 1995.

In my conversation this morning, Ron told me he did not agree to our response to No. 2, sent
last month.

Attached is a summary of information, with attachments for you and the Anomey'-§ Office.
Others listed on distribution should contact me at 3-5420 if they wish attachment copies.

N

HEDY R. GRIFFITHS

[SWRCB.ATY]HRG:
Aunachment(s):

cc:  Dave Schlesinger T o o e
Ted Bromficld

Kelly Salt )
Bill Bullergg..,, . {{
Mick Gammon - ¥

DK 02310
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UPDATE ON CONVERSATION WITH RON BLAIR, SWRCB
EPA GRANT PROJECT NO. C-06-1092
Facility Planning $8.7M grant funded (SWRCB 12.5%,EPA 75%)
South Bay Land Outfall $10.03M grant funded (SWRCB 12.5%,EPA 55%)

September 30. 1994 Letter (attached) to Jack McGrory from Ron Blair (SWRCB) andit

requested information, Nos. 1,2 and 3 and noted the City adopt changes on a,b and c.

June 9. 1995 letter (attacined) acknowledged receipt of Dave Schlesinger May 9, 1995 letter in
response {0 a, b, and c. Request response to Nos. 1,2,3 by August 1, 1995,

In letter and again in conversation on 8/18 with Hedy Griffiths, Ron sees no
violation of Clean Water Grant program related to a, b, and ¢. Howerer, will

"withhold approval of any specifics until the City has completed the process of
reviewing and renegotiating interagency agreements.” .

8/18 conversations, said he heard we were proposing $30M to upgrade monitoring
for suspended solids. Told him we would be spending about $600 K on upgrades to
meters (not just for suspended solids, some meters old). I think someone has heard
of COMNET and thinks it relates to PA meters.

June 12. 1995 letter (attached) with supplemental info on ¥/I and centrate flow originating at
Fiesta Island biosolids de-watering facility, to Ron Blair from Hedy Griffiths.

July 31. 1995 letter (attached) sent Ron Blair by Dave Schlesinger with response to
Nos. 1, 2 and 3.

8/18/95 Hedy Griffiths conversation with Ron Blair - no further question at this time
on Nos. 1 and 3. Following is heads up on No. 2 - Right of Way issue.

2. Please provide the legal basis for charging the wastewater fund for "use of city ownc.d
- right-of-way. Also provide the data that was uscd to determine the atmount that is
charged for this item.

8/18/95 Hedy Griffiths conversation with Ron, he does not feel he can sign off on

this, he feels the charges are "inappropriate”. Feels there is no value involved, as-

there is no diminished useage, i.e. "can stll use the street on top.."

-
-+

¥

‘/
Ron says, even if decided appropriate to charge, the charges are excessive and if ﬂf’t. ‘{

resolved through the lawsuit or politically, he WILL deny approval. e

Ultimate outcome woild be to not approve the City’s revenue program which conld
lead to return of grant funds, amounts shown above - ($18.73 M)

[SWRCBPA.ATY]

DK 02311
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“JAN.S23-9T(THUN 11:17  CHESTER ENG CHER " - TEL:412 269 5865

-

o

: @ CHESTER

ENGINEEF!S

600 Clabhouse Drive

Pittsbargh, Peansylvamia 15108
412-26%-5700

Facsimile Transmittal

Date:  Jamuary 23, 1997
Please Deliver To: asgHedy Guithiths

Location:  San Diego Metropolitan Wastewater Dcepartment -

FAXNo: (619)533-4267 . Company No.: _(619) 533-5420
Total Number of Pages {including this sheet): 3 )

P. 001

From: - Mike McKee Sender'sPhone  (412) 269-5832

Comments:  Description of flow information for sewer cost of service study.

You can reach our FAX machine 24 hours a day. Dial 412-269-5865

If you do not receive all pages in good condition, plcase call
Operator No.: - Askfor: ~

This message aud the following page(s)_ are intended only for the person to
whom they are addressed and may contain information that is rivileged,
coufidential and exempt from disclosure under applicable law. If the reader
of this message is not the intended recipient or the employee or agent sponsible
for delivering the message to the intended recipient, you are hereby notitied that
any disscmination, distnbution, or copying of this commumication is strictly
prohibited. If you have received this communication in crror, please notify us
inmediately by telephone, and retum the original message to us at the above
address via the U.S. Postal Service. Thank You. .

Time Sent: _11:30 Project/Charge No.: _5413-01

Seat By: MFM Departmment No.: IC-43

Griffiths-956
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To: Hedi R. Griffiths
- City of San Diego Metropohtan Wastewater Department
From: - Mike McKee, Chgster Engineers
Date: January 23, 1997
Subject: Information for Sewer C(;st of Service Study

CarolMcCombssaidslwhlkcdwyouyesterdayandmggestedﬂm I send you a fax to
explain in more detail the kind of information that we are looking for relative to flow
moritoring records for the strength based billing sites.

The State Water Resources Control Board requires that the costs of infiltration and inflow
(vnbeallocaxedmthesynmnseri‘whenprepaﬁngausudwgcsystem. Previous
reports (November 1988 Metro Financial Plan and March 1950 Wastewater Rate Study)
have indicated that peaking factors do not vary significantly among the participating
agencies (PAs) based on comparisons of peak month to~average month flows. From this
analysis; it was assumed that UI rates are similar throughout the Metro system. Howeves,
we spoke to several people in November who suggested that this is probably not the case.
As we understand it, there is a significant amount of flow monitoriug information availabjc
for various sites throughout the system. We would like to review snd analyze this
information to determine the relative amounts of U1 that are geaerated within the City and

the outlying areas. -

Our initial request for fiow monitoring records from all strength based billing sites for a
one-year period (hourly flows on computer disk if available) was a general request that
was made prior to having any information on total system flows. We recently received
1996 daily flow records for the Point Loma plant, including minimum and maximnum flows
rates at Mctro Pump Station No. 2 and retum flows from Fiesta Island. Based on this
flow information, the time periods for review can be reduced significantly. The Point
Loam plant received an average influent flow of 178.9 million gallons per day (mgd) in
1996. The plant received total fiows of approximately 218 mgd on both March 13 and 14
and a maximum day flow of 259 mgd on November 22. “Analysis of flows at the
monitoring site on these dates would provide information regarding the amount of inflow
that the system receives. Similarly, infiltration rates can be determined by reviewing. flow
records during periods when significant rainfall events do not occur and cause inflow to
occur. It appears that June 1996 was 2 period of sustzined low system flows (172.07 mgd
average) and September 1996 has slightly higher flows (179.45 mgd average). Review of
flow monitoring records for a week long period during each of these months would
establish dry-weather and wet-weather infiltration rates for different parts of the system.

Griffiths-956
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We would appreciate your assistance in obtaining flow monitoring information for the
strength based billing sites for the following time periods: -

March 13, 1996

March 14, 1996

November 22, 1996

A week during June 1996

A week during September 1996

We will take thé information in whatever form .ymx can provide it (computer printout,
paper copy, computer disk for use with spreadsheet program). The minimum time interval
for flow measurements should be an hour for the type of analysis that we want to do.

" However, smaller intcrvals are great if the information exists at that level of detail. The

weeks chosen in June and September do not matter since. the flows were relatively
constant during those months.

Carol also mentioned that you had somc new information regarding -strength of -

wastcwater within the City. We have the strength based billing information-that you gave
us in November, as well as the allocation factors based on the functional design approach.
We would appreciate a copy of any strength informartion that would modify the data thar
were currently have. This would include average measured BOD/COD and SS
concentrations for the City and PAs that will be used for future billing purposes, if these
figures have been finalized.

T will call you later today to see if you have any questions about the information that we
are looking for.

Giriffiths-956

r.vuw
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From: Hedy Griffiths - f

To: SD_CITY.WU _CIS(JPA), SD_CITY.WU MIS(DVW), SD_CITY....
Date: 3/14/97 9:36anm

8ubject: C.0.D UPDATE =Reply

Conference Room 6A will be the'meetinq site. Robert Martinez,
Mary McKinnon and i will be in attendance. See you then

dn.d Gy
Hedy

>>> Corinne Smith 03/12/97 06:35pm >>>
Debbie,

Today I met with MWWD (Hedy Griffith & Robert Martinez)

to discuss where they were with this project.

They hope to implement cop billing by July 97 for

the Participating Agencies. -
There is no data to implement this for the city's rate payers.
And unfortunately there is no corrolation between

TSS and COD

I invision we will follow the same basicsteps as we

did for the Tss implementation .

In any case, we thought now is a good time to get started
on this project. a meeting has been scheduled for
Tuesday, March 18th at 0830, with the MWWD LAB

to discuss 1ap sampling criterija.

Hedy will advise of the exact locatibn
Will keep you posted . Corinne
cc:jpa,

COS002099
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;'

er ification - Meeting on 3/18/97

Attendees:  Corrine Smith Sewer Classification Section - WUD
Armando Villarino  Environmental Monitoring/Technical MWWD
Hedy Griffiths Services & Contracts MWWD
Mary McKinnon - Services & Contracts MWWD

The meeting took place in response to the need to implement Strength Based Billing (SBB) with
City of San Diego Municipal customers as well as Participating Agencies (PA s).

There was some discussion about SBB (billing on flow, TSS and COD), the status of implement
billing changes to the PA s, the federal requirement of “fair and equitable billing”, sampling status
in preparration for invoicing the Participating Agencies and the beginning of sampling of industrial
customers under Rod Ripple’s section.

Corrine briefed us on the prior sampling program for flow and TSS, provided an explanation of

industry classifications and percent of return to sewer included in the category matrix. She also
discussed the need for programming changes on the OIS and CIS system for implementation.

Action Ttems

Corrine will provide Armando with categories and addresses typical of categories so that he can
start sampling.

She will also provide written information on Sewer Classification to MWWD

Hedy will provide information given Participating Agencies on sample methodolbgy and PA
results to date.

Armando will begin sampling Municipal commercial customers, estimating October 1 as a
completion date to sample a minimum of 3 times per category.

March 21, 1997 - Update

Since the meeting, the following has taken place:

Survey - Survey questions established by Hedy will be forwarded by Email to Corrine who will
conduct a survey of other agencies in CA. Except for our Participating Agencies, MWWD
Agency Contracts Section will survey PA s.

A separate job order is not needed by MWWD for the Sewer Classification survey. Corrine, if
you need one for your purposes, let Clay know. Thanks.

{MUNISBB HRG}

Montano-502 C0S002100



From: Hedy Griffiths
To: MWIWL.AXV, SD_CITY.WU _CIS.CTS
Dates 3/21/97 3:53pm

Subject: Sewver Classification.~ Municipal Customers

Attached are notes on the meeting of 3/18/97 re the above
subject. -

Also attached is a survey for use by the Sewer Classification
Section and Agency Contracts.

If you have any comments or questions, please call me x35420

cc: WZH, SD_CITY.WU_MIS.DVW, mwharbor.AXL, CCB, MMN, c...

Montano-502 C0OS002101
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CITY OF SAN DIEGO
MEMORANDUM

'

1997032772

Rt R

DATE: August 8, 1997 % :

TO: Coleman Conrad, Deputy City Manager, MS 9A

FROM: William J. Hanley, i}, Deputy Metropolitan Wastewater Director, Services
& Contracts

SUBJECT. implementation of Strength Based Billing ,

This memorandum responds to your request for an update and schedule for the
implementation of strength based billing for sewer services. Staff from MWWD, the Water

- Department and Financing and Technical Services have, to date, held two meetings to

identify implementation issues, with a third scheduled for the week of August 11th,

The first two meetings helped us identify two main issues that must be addressed in the
move to strength based billing. The first involves COD( chemical oxygenated demand ) as
a measure of sewage strength. We are going to need to conduct fests, possibly extensive
tests, o ascertain how measurements of COD relate tg ), pur existing customer rate codes
which are presently based on flow and TSS( total digsohved solids ) only. We may find,
likely will find, that modificationsto our existing rate codes or a different breakdown of rate
codes may be the answer. Once new codes are established, field investigations must be
conducted to match customers to rate codes. A second issue, related to the first, is that
once we have done our testing and established appropriate rate codes and charges, the
automated billing system will have to modified or redone to reflect the addition of the COD
criteria.

At ourmeeting this coming week we are scheduled to receive preliminary estimates on the
time needed for testing to establishCOD billing categories and the time needed by SDDPC
to modify our billing system. Financing Services staff have been participating in our
meetings and concur with our plan to implement strength based billing for the FY 1999
Fiscal Year. At the conclusion of the meeting next week, we will be in a positionto provide

Montano-502
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Coleman Conrrad, Deputy City Manager
August 8, 1997
Page 2 of 2

you more specificity regarding this schedule, taking into account the timing issues related
to the establishmentof billing categories, modification of the billing system, and completion
of the Cost of Service Study. In any event, the schedule will be designed to insure
implementation in FY 1999,

27

WILLIAM J. HANLEY, i Now FY 9% -
Deputy Director .
Services & Contracls nc.
Suly 17
cea: @ | . ‘1 ! /
cc:  Dave Schlesinger i o I, e
George Loveland, MS 43A LI ( ﬂ <\‘ A e
Susan Hamiltony J
Debbie Van Wanseele, MS 913 - :
Alan Langworthy, MS 45A
Clay Bingham J/( LA Lo
Hedy Griffiths v
Phil Moffitt, MS 78 W ,
Jerry Alesi, MS 911 Y
Corinne Smith, MS 911 IR
D
{:} ‘:". \.)
[=ODMAISOFTSOLY311WIW 130620} g
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August 13, 1997

Mr. Ron Blair
Revenue Program Specialist
State Water Resource Control Board

.P.O. Box 944212

Sacramento, CA 94244-2120
Dear Mr. Blair;
Subject: First Quarter Fiscal Year 1998 Invoice to Participating Agencies

This letter supersedes the August 12, 1997 letter sent yesterday on the same subject
which included copies of invoices rather than copies of sampling information.

As stated, the information is to keep you updated conceming the status of introducing
Strength Based Billing to the Participating Agencies. The enclosures provide you with
information sent the Participating Agencies with their invoices.

Enclosed are copies of letters to Chula Vista, Del Mar and Padre Dam with revised
sheets on sampling data points. These were the only changes from the May 1 estimate
sent earlier. Also enclosed are spreadsheets showing costs for Fiscal Year 1998,
estimated credit for Fiscal Year 1997 and tables which show wastewater characteristics
by individual participating agency and aflocation of costs based on Flow, Suspended
Solids and COD samplings.

Metropolitan Wastewater * Public Works
600 B Strest, Svite S00 @ Son Disgo, CA 921014587
Yol (619) 5334200 Fox (619) 5334267

O



- Mr. Ron Blair

Page 2
August 13, 1997

As mentioned in the previous letter, my staff and | are meeting with each agency
individually to provide a general presentation and to discuss specific issues with them.
Enclosed is a lefter sent Padre Dam confirming our meeting, with attachment and a list
of the scheduled meetings. I'll send you a hard copy of the presentation material when

completed. :
,%%V?

HEDY R. GRIFFITHS
Supervising Management Analyst

Sincerely,

Agency Contracts - Flow Metering

HRGs

Enclosures: Letter to Del Mar, Chula Vista, and Padre Dam with Sampling Sheets
Summary of Spreadsheets with Attachments
Padre Dam Letter Re: FY 98 Billing
Presentations Schedule

cc:  Bill Hanley, Deputy Director
Peggy Merino, Associate Management Analyst

[SS#43214)
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Miailing Address:
P.O. Box 944212
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$244-2120
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916) 2274355
FAX (916) 227-4349

SEF 22 i
Ms. Hedy R. Griffiths

Supervising Management Analyst ce: Bl d
Metropolitan Wastewater Department facle. Ce

City of San Diego ’ meen
600 B Street, Suite 500 Sitvgvez

San Diego, CA 92101-4587
Dear Ms. Griffiths:

APPROVAL OF DRAFT REVENUE PROGRAM - CITY OF SAN DIEGO,
STATE REVOLVING FUND (SRF) LOAN PROJECTS NOS. C-06-4119-310,
C-06-4119-410 AND C-06-4119-510

| have reviewed your letters dated July 21, 1997 and August 13, 1997, and a
letter dated August 18, 1997, from Mr. Mick Gammon. | am approving the City's
draft wastewater revenue program for the above referenced projects to allow
these projects to be considered for SRF loan funding.

The following SRF Program requirements must be satisfied before the Division
can issue a loan contract;

1. An ordinance or resolution dedicating a source of revenue for repayment
of the SRF loan must be adopted and approved. To avoid delays, it is
recommended that a draft of this ordinance or resolution be submitted for
our review at your earfiest convenience. This will avoid delays in State
Water Board action on your loan commitment. The proposed ordinance
should contain language equivalent to the following:

"The City of San Diego hereby dedicates the following source of
revenue to repayment of
any and all State Revolving Fund loans on Project Nos. C-0641 19-310,
C-06-4119-410 and C-06-4118-510. This dedicated source of revenue
shall remain in effect untit such loan (or loans}) is fully discharged unless
modification or change of such dedication is approved in writing by the
State Water Resources Control Board."

2. An ordinance or resolution dedicating a *Wastewater Capital Reserve Fund"
(WCRF) must also be adopted and approved. Detailed requirements for the
WCRF will be found on pages 19 and 20 of the January 18, 1996 version of
the “Policy For Implementing The State Revolving Fund For Construction Of
Wastewater Treatment Facilities".

mﬁeﬁ;::um:&dmam ﬂ'w lz:w dn:':nl"::;m guzar:lm SaRcB OSI(’)1222
0 -
6-30-05 COS SEC Subpoena Boonftdh G50 g‘;?;



(42
V. Gt Recycled Paper

Ms. Hedy Griffiths -2- B 22 1By

A final revenue program and a draft sewer rate ordinance must be submitted
and approved by this office prior to payout of loan proceeds in excess of 90
percent of the loan amount.

If you have any questions regarding this letter, please contact me at
(916) 227-4489.

Sincerely,

Vo AP

Ronald R. Blair
Revenue Program Specialist

Our mission is to preserve and enhancs the quality of Califorma’s water resources, and
ensure thew proper allocation and efficient use for the berefis of presant and futurs gensrations. MWWD-BH0223
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August 31, 1998

Mr. Ronald R. Blair : RECEIVED

State Water Resources Control Board

Division of Clean Water Programs

P. O. Box 944212 SEP 31398

Sacramento, California 94244-2120 DIVISION OF CLEAN WATER
) PROGRAMS

Dear Mr. Blair;

Enclosed for your records is a copy of the fully executed Regional Wastewater
Disposal Agreement between the City of San Diego and the Participating Agencies in
the Metropolitan Sewerage System.

On another topic, you previously sent me a copy of the “Wastewater User Charge
Survey Report for Fiscal Year 98, *A Summary and Listing of Data from an October
1995 - February 1986 Survey of Califomia Wastewater Agencies. As this report is so
informative, we would like to receive four copies of any updates. Thank you.

I you have any questions concerning the enclosed agreement, please contact me at
(618) 533-5420.

Sincerely,

yor e

Supervising Management Analyst, Agency Contracts

0¢hr

" Enclosure(s): Regional Wastewater Disposal Agreement...

Gammon, f San Diego, MWWD
?Wmm@{om%m

Melropolitan Wastewater  Public Works
60D 8 Skeat, Sulte 508 + Son Diega, G 321014507
Tel (619 5334200 Fox 1619) 5334267

SWRCB0375
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REGIONAL WASTEWATER DISPOSAL AGREEMENT
BETWEEN
THE CITY OF SAN DIEGO
AND
THE PARTICIPATING AGENCIES
IN

THE METROPOLITAN SEWERAGE SYSTEM

-/

qocuma»u.uo.w”issj_l'?
RALED REVISED 37298
omceormzquﬂa(
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REGIONAL WASTEWATER DISPOSAL
AGREEMENT

THIS REGIONAL WASTEWATER DISPOSAL AGREEMENT is made and entered
into this day of _ 1997, by and between the CITY OF SAN DIEGO,””
amunicipal corporation (“'the City™); and the CITY OF CHULA VISTA, a municipal
corporation; the CITY OF CORONADO, 2 ipal corporation; the CITY OF DEL MAR 7
municipal corporation; the CITY OF FL CAJON, & municipal comporatiosi; the CITY OF .
IMPERIAL BEAC!& municipal corporation; the CITY OF LA MESA, & municipal
corporatian; the LEMON GROVE SANITATION DISTRICT? 2 political subdivision of the
State of California; the CITY OF NATIONAL CITY, & municipal corporation; the CITY OF
POWAY, 2 municipal corporation; the WINTER GARDENS SEWER MAINTENANCE —
DISTRICT, a maintensnce district established pursuant to Califpmia Streets & Hwys. Code
section 5820 et scq.; the ALPINE SANITATION DISTRICT, 2 political subdivision of the State
of Califomnia; the LAKESIDE SANITATION DISTRICT, % political subdivision of the State of
Califomia; the SPRING VALLEY SANITATION DISTRICT, 2 political subdivision of the -

State of California; the OTAY WATER DISTRICT, a political subdivision of the State of
Califomia; and thePADRE DAM MUNICIPAL WATER DISTRICT, 3 political subdivision of
the State of California (the “Participating Agencies™).

W ) ]

" RECITALS

- WHEREAS, the City and the Participating Agencies are autonomous entities each having
the authority to provide and to contract for the conveyance, treatment and disposal of wastewater,

'WHEREAS, cach Participating Agency currently hes s contract with the City to provide
wastewater conveyance, treatment and disposal services through the Metropolitan Sewerage
System (Metro System), a system of wastewater conveyance, treatment and disposal facilities.

WHEREAS, each of the Participating Agencies has specified capacity service rights in
the existing Metro System pursuant to pre-existing agreements with the City.

WHEREAS, the purposes of this Agreement are: 1) to replace the existing sewage
dispouugxeﬂnmbetwcmmoﬁxymdtthuﬁdpnﬁngAgendas;Z)hmidecaﬁn
mmwmvmmumsmmmwpammamma
mechmﬁsmmﬁmdmephmhgdeﬁmmueﬁmopmﬁmmmmoﬁhcum
Symw&cCinﬂwPMﬁdpﬂﬁnzAgcmiuumaqmpmﬁeWupaﬁm
mmcunplywithapplicablclawmdwnhgéumﬂyaweptedmginwingmuﬁwcmﬂOw
dab!ishasystunofchugeswhichaﬂmmcmuoﬂheplmhg,dcﬁgxmdmm
ofsudmcwwa_stcwatq'conwyancgtrcauncmmddisposalfadﬁﬁwu are pecessary solely to
pwvidclbmcwmpacitymaﬁlrandeqnimebaﬁs. .

SWRCB0378
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THEREFORE, in consideration of the mutual promises st forth herein, the Gity and the

Participating Agencics agree as follows:
L  DEFINITIONS
A Annu.alAverageDanyFlowisilwmber,bmﬂﬁunofgaﬂousofwmw

C.

per day (*MGD"), calculated bydividingtotﬂfluwouaﬁscalyearbasisbyws
days. .

Capital Improvement Costs are costs associated with the planning, design,
financing, construction, or reconstruction of facilitics,

Chemical Oxygen Demand or “COD™ means the measme of the chemically
decomposable material inwaswmter.udetmhwdbyﬂnmcedmuspac!ﬁed
in the most current edition of “Standard Methods for the Examination for Water
and Wastewater,” or any successor publication which establishes the industry
standard,

Coutract Capacity is the contractual sight possessed by each Participating
AgmymdiscbargewastewamimotheMchoSymmpmmtm this
Agrecment up to the limit set forth in Exhibit B attached hereto. Countract
Cagpacity is sta!edintennsofAnmmlAvmchaﬂyFlow.

Flow is the amount of wastcwatcr discharged by the City and each Participating
Agency.

Functional-Design Methodology shall mean the process of allocating Operation
and Maintenance Costs and Capital nprovement Costs t0 Flow and Strength
parameters recognizing the benefits of both the design criteria and the primary
function of & unit process.

Metro System Costs are those costs set forth in Section V.B.1.

Mietro System Revenues are those revennes set forth in Section V.B.2.
Metropolitan Sewerage System or Metro Sy:ﬁm shall mean and consist of
those facilitics and contract rights to facilities which are shown and/or described
lanhibhAatmchedpcmomdtnoupomedbyﬂﬁsteﬁamoe.Mudingmy
amendments thereto authorized by this Agreement.

Municipal System shall mean the City’s wastewater collection system, which
cousists of pipelines and pump stations, that collects wastewater within the City

SWRCB0379
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of San Dicgo and conveys it to the Metropolitan Sewerage System for treatment
and disposal,

K. New Capacity is the capacity to discharge wastewatér cutside the Metro System,
- above the Contract Capacity set forth in Exhibit B attached hereto,

L. New Contract Capacity is the capacity to diidmgemstcmtcrinto the Metro
System, above the Contract Capacity set forth in Exhibit B attached hereto.

M. North Clty Water Reclamation Plant is the 30 million gallons per day :
(#sof the date of this Agreement) wastewater trestment facility which
includes four major processes: primary treatment, secondary treatment, tertiary
treatment, and disinfection,

N.  Operation and Maintenance Costs are the costs of those jters and
activities required by sound engmeering and management practices to keep the
coaveyance, disposal, treatment, and reuse facilities functioning in accordance
with afl applicable laws, rules, and regulations. )

O.  PolntLoma Wastewater Treatment Plant is the 240 million gallons per day
{ as of the date ofd:isAgmcxnau)advancedpdmuyumtmen(ylm
which includes four major processes: screening, grit removal, sedimentation, and
igestion.

P.  Reclaimed Water (or Recycled Water) shall have the defipition set forth in Title
22, Division 4 of the California Code of Regulations and shall mean water which,
as a result of treatment of wastewater, is suitable for a direct beneficial useora
controlied use that otherwise could nof ociur.

Q  Reclaimed Water (or Recycled Water) Distribution System shall mean and
consist of those cight (8) reclaimed water projects lsted in Attachment B of the
Stipulated Final Order for Injunctive Relief approved by the U.S. District Court
on June 6, 1997 in i i Case No. 88-1101-B, and
attached hereto as Exhibst B.

R.  Repurified Water shall mean water which, as a result of sdvanced trestment of
reclaimed water, is sujtable forusc as a source of domestic {or potable) water
supply.

5.  Return Flow shall mean the cffluent created by the dewatering of digested

) biosolids, which includes centrate,

T. Reuse shall mean 1o use again, such as water which has been reclaimed or
repurified, or sludge that has been conyerted ta biosolids for beneficial use.

S. REVISED 2/2/98
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U, South Bay Land/Ocean Outfall is the facility that is jointly owned by the
Intemational Boundary & Water Commission (U.S. Section IBWC) and the City
of San Diego. The Outfall is planned to convey and discharge treated efftuent
from the IBWC's Intermational Wastewater Treatment Plant and treated effiuent
from the City’s South Bay Water Reclamation Plant and the South Bay Secondary
Treatment Plant. As of the date of this Agreement, the Outfall has a curent
Average Daily Flow Capacity of 174 million gallons perday . Asof :
the date of this Agreement, the City owrts 39.94% of the capacity of the Outfall
and the balance of the cepacity is owned by the
IBWC. :

V.  Strength means the measarement of Suspendod Solids (SS) and Chemical
Oxygen Demand (COD) within the wastewater Flow and any other measurement
required by law after the date of this Agreement.

W.  “Suspended Solids” or “SS” means the insoluble solid matier in wastewater
that is separable by laboratory filtration, as determined by the procedures
specified in the most current edition of “Standard Methods for the Examination
of Water and Wastewater,” or any successor publication which establishes the
industry standard.

X. Tertiary Component is that portion of the wastewater treatment process that
ammlyﬁhmthesecondarymwdwamaeremuatlhmughﬁnesand
and/or anthracite coal to remove fine Suspended Solids and disinfects it to meet
the requirements of the California Administrative Cods, Title 22, or jts successor
for filtered and disinfected wastewater.

Y.  Water Repurification System includes the Advanced Water Treatment (AWT)
Facility located at or ncar the North City Water Reclamation Plant site and the
Repurified Water Conveyance System which will transport repurified water from
the AWT Facility to the San Vicenic Reservoir. The major processes of the AWT
Facility include: ultra or micro filtration, reverse osmosis, and
ozonation. . )

IL..  OWNERSHIP AND OPERATION OF THE METRO SYSTEM
A.  Rightsofthe Parij
The City is the owner of the Metro System, and of any additions to the Metro
System or other facilitics constructed pursuant to this Agrecment. All decisions with respect to
ﬂxyplamhg,dﬁgn.mns&ueﬁmopumimmdminmofﬂxcMm&amMm
with the City, in consultation with the Metro Commission. The Padticipating Agencies shall
have a contractual right to use the Metro System and to participate in its operation 2s set forth in

6 . REVISED 3/2/98
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to.the Participating Agencics. The Cit}shall keep an updated version of Exhibit A on file with
the City Cleck. Exhibit A may be amended 1o reflect ather changes to the Metro Sysiem only as
expacssly provided in this Agreement.

Through the system of charges set forth in Section V of this Agreement, each
Parficipating Agency shall pay its share of the Operation and Maintenance Costs of all Mctro
System facilities. Provided however, that the Participating Agencies shall not pay for the
Opcration and Maintenance Costs of the Tertiary Componeat of the Notrth City Water >
Reclamation Plant that can be allocated solely to the production of Repurified Water,

A Participating Agency’s share of the charges in this Section shall be assessed
pursvant to Section V of this Agreement based on its p: jonate Flow in the Metro System
and the Strength of its wastewater. .

E. Monitoring Flow and Strength,

. l.  The City shall monitor wastewater that is discharged into the Metro
System for Flow and Strength. The City shall own and operate as part of the Metro System
monﬂoﬁngdevic&whichwﬂlmeamethoamowﬁofdaﬂywasﬁcwﬁterdiscbxsed inw the
Metro System. Thesc devices shall be installed at locations sppropriate 10 accurately monitor
Flow and Strength, Tthitymaya!somonitorwaswmeowmdsn'engﬂmtmheﬂocuﬁons
as it deems appropriate.

2. In meamuring Strength, the frequency and naturs of the monitoring shall
not be more stringent for the Participating Agencies than itis for the City.

3, The City shall provide its plans for the monitoring system and for the
procedures it will use to determine Strength to the Participating Agencies for review and
comment prior {o implementation. :

4, The City shall report Flow and Strength data to the Participating Agencies
at least quarterly, )

11 REVISED ¥2/98
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\ Director

Octqber 26, 1998

Mr. Stephen A. Zapoticzny

Director, Environmental, Saftey & Health
Monsanto Company -

8355 Aero Drive

San Diego, CA 92123

Dear Mr. Zapoticzny:
SUBJECT: Cost of Services Study for Municipal Wastewater Services

In response to your letter of September 29, 1998, the City is in the process of
completing its Cost of Services Study for Municipal Wastewater Services. The
preparation of the Study comes under the cognizance of the Financing Services
Department. We have been informed that the draft study will be ready for review in
January, 1999. itis the intent of the City to provide stakeholders the opportunity to
review and comment on the draft study prior to its presentation to City Council.

I recommend that we wait until the draft report is published in January, 1999 prior to
any discussions. However, if you would like to meet prior to that time, please feel .
free to contact either me at 533-4201 or Bill Hanley at 235-1957.

Sincerely,

F.D. SCHLESINGER

WZH:mr

cc:  George Loveland, Deputy City Manager, MS 9A
Patricia Frazier, Deputy City Manager, MS 9B
Mary Vattimo, Financing Services Manager, MS 7B
Susan Hamilton
Bill Hanley
Clay Bingham .
Hedy Giriffiths G:MNGMTIPUBLICWZHI 1005 LTR

Metropolitan Wastewater ¢ Public Works 0891
600 B Straet, Suite 500 » San Diego, A 921014587 MwWwD-BH
Tl 1A79Y SI1AMNG Fav (A3 SIANUT
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. CITY OF SAN DIEGO ‘
SEWER COST-QF~-SERVICE REPORT

PREPARBD FOR.:. CITY OF SAN DIEGO
- *  FINANCING SERVICES
202 C STREET, MS-7B .
SAN DIEGO, CALIFORNIA 92101
i
PREPARED BY PINNACLEONE ,
THETEAMOF: - CHESTER ENGINEERS :

MAY 14,1998

|
I

MWWD-BH0950
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CITY OF SAN DIEGO May 14, 1998

SEWER COST-OF-SERVICE REPORT
PimnacleOne File No. 0641-03-07 . ) PAGEI
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CITY OF SAN DIEGO May 14, 1998
SEWER COST-OF-SERVICE REPORT
PinnacleOne Fila No. 0641-03-07 PAGE 1

: CITY OF SAN DIEGO 3
SEWER COST-OF- SERVICE REPORT

L EXECUTIVE SUMMARY

Purpose of the Report.

“The purpose of this report is to determine the costs of providing wastewater collection, conveyancs, -

and treatment services to the City of San Diego aud the Participating Agencies outside the City and
to establish rates based on those costs. Operation, maintenance, and replacement (OMA&R) costs,
debt service costs, and costs for planned capital improvements were aliocated to the cost-causative
components of the wastewater system and were divided by the total plant loadings to determine unit
costs for flow, suspended solids (SS), and chemical oxygen demand (COD). The contribution of each
user or user class was then multiplied by the unit cost for each parameter to cstablish a sewer mate in
proportion to the user’s demand oa the system.. mpxoa&musedinpmpumgthsmpwtmwts
with the requiremeants of the State Water Resources Control Board (SWRCB). Cost information
from this report will be used to prepare the Wastewater System Revenue Program that must be
submitted to the SWRCB for approval. :

City’s Current Billing System and Changes to be Made.

The City’s curreat system bills sswer customers within the City based on their flow and suspeaded
solids contributions to the systsm. However, the organic strength of the sewagé fs not factored into
sewer bills for City customers, . Participating Agencies in the Metropolitan sewer system are billed
on the basis of flow, suspended solids, and organit strength. The costs of providing wastewater
collection, conveyance, and treatment services to the City of San Diego and the Participating
Agendies in total based upon flow, suspended solids, and organic strength are determined so that all
of the eatities pay their “fair and equitable” share for collection, treatment, and disposal/rense of the
total wastewater flow, including suspended solids content and organic strength loading.

Changes are made so that costs are-allocated within the City to individual customer classes so that
the revenue geaerated by cach vser class is in proportion to the customer’s demand on the system,
Annual revenue requirements for the Metro wastewater system and the City’s Municipal (Mumi)
Wastewater system through 2003 were provided by the City for use in determining rates that would
be charged to users that reflect their contributions to flow, suspended solids aud organic strength, -

The report includes the:

4 Executive Summary,

4 Introduction, :

+ Summary of the SWRCB requirements for revenue programs including the procedures to be
used in developing a revenue program,

+ A description of the wastewater system that serves the City of San Diego and the
Participating Agencies (see subsection IV.F for the definition of Participating Agencies) and
the organizational structure of the department that oversees the operation of the sewer

T MWWD-BH0956
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CITY OF SANDIEGO . . May 14, 1998
SEWER COST-OP-SERVICE REPORT
PinnacloOne File Ne. 0641-01-07 PAGR 2

system. Information is presented on current sewer system customers and classifications, the
capital improvement program for the system, and a summary of the service agreements
between the City and Participating Agencies,

+ OM&R and debt service costs are projected based on current operations and planned system
improvemeats, . .

+ Expenses are allocated to the cost-causative components, resufting in unit costs for the
treatment parameters of flow, SS, and COD. The unit costs are allocated to individual
customers or customer classes based on the refative contribution of each customer to the-
system,

SWRCB.

The SWRCB developed Revenue Program Guidelines to ‘assist Jocal governments and public agencies_
in preparing, implementing, and maintaining revenue programs that comply with Section 204(b)(1)

of the Federal Clean Water Act, Federal and State Regulations and Policies of the State Water

Resources Control Board (SWRCB). These Guidelines apply to all recipients of wastewater system

grants and loans from the U.S. Environmental Protection Agency (EPA) and the SWRCB.

The City of San Diego, as a previous recipieat of EPA Construction Grant Program moneys, is -
required to comply with Appendix B of 40, Part 35, Subpart E of the Federal Regulations. ]
Adopting a user charge system based on strength-based billing is not only a condition for retention
of previcusly awarded grant fiznds under the EPA. program, but it is & requirement for future fuading
under California’s State Revolving Pund for Construction of Wastewater Treatment Facilitics.
MWWD is presently pursuing low/no interest loans under the state revolving fund program.

The Wastewater System,

The Wastewater System consists of the Municipal (Muni) System, which is a municipal sewage
collection system for the City's residents, and the Metropolitan (Metro) System, which {s a regional
sewage collection, treatment and disposal system initiated in 1958 (and operational since l9§3) to
serve the City and various other public agencies including cities situated within common dm.nage
arcas. The Metro System was desigaed to provide sufficient capacity to accommodate 2 regional
population of 2,600,000, The City, as owner and operator of the Metro System, is the hold'er of }he
National Pollutant Discharge Elimination System (NPDES) permit and is responsible for maintaining
the discharge requirements required under Pederal law.

The Metropolitan Wastewater Department (MWWD) manages the Metro system and .assumed
Tesponsibility for the Muni system on July 1, 1996. The wastewater system is operated with funds
derived primarily from sewer service charges, All system revenues are deposited in the Sewer
Revenue Fund, which is used to finance operation, maintenance, replacement, and capital

lmprovements in both the Metro and Muni systems. As an enterprise fund, the Sewer Revenue Pund
is held separate and apart from other funds of the City.

Wastewater generated by the Participating Ageacies (10 subsection IV.F for the definitign of
Puﬁdpﬂthgendw)kmdueduitmtmtheMmm:ndchmformmmmbased

MWWD-BH0957
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on flow, SS, and COD, Within the City, wastewater flows from individual Iocations are not measured
and metered water consumption is used to approximate each customer’s sewage flow.

e Metro system scrves the Gity of San Diego and fourtcen Parficipating Agencies located outside
the City. Within the City, sewer customers are grouped into thefouowingfmumajorclassﬁcafxons:

Description i
- Single family dwelling 198,979
Other domestic (multiple living units) 29,340
Commercial 19,146
Industrial : 596

OM&R Costs and Allocation Methodology. .

The wastewater system OME&R cost information was collected from City and MWWD financial
reports. This information was summarized and allocated to the cost centers. The three operating
cost centers are (1) Municipal System (“Murii”), Fund 41506, (2) Metro Projects (“Metro™), Fund
41508, and (3) Metropolitan Wastewsdter Plan (“Metro” or “Metro New Construction™), Fund 41509,
Within each fund are a number of departmeats. The total OM&R. costs for each department were
determined so the costs could be allocated to the different treatment parameters.

Capacity Fees.

. Capagity fees are imposed on developers of real property as a means of recovering all or part of the
. cost of constructing plants or other facilities necessitated by growth. Capacity fees are not to be
confused with. connection fees, which are charges' for time and materials necessary to connect

property to the system. Three levels of capacity fees are described and modeled in this report:

1. No capacity fee. All costs and expenditures would be recovered via monthly service
charges and other charges such connection fees. .

2. A full cost recovery fee. All cost of expansion would be borne by new development.

3. Afecsetinbetweenthe two. Thisis the current method adopted by the City of San
Diego. : .

The City currently imposes a capacity fee which only partially funds expansion of wastewater facilities
necessitated by new development. In most cases, the fee is $2,500 per EDU of capacity required.
Under certain circumstances, a reduced fee of §1,500 per EDU is charged.

A full cost recovery capacity fee would be computed by dividing the total cost of facility expansion
by the units of new capacity created. The expansion program that began in 1988 will increase
capacity from 219 milfion gallons per day to 277 million gallons per day in 2003; an increasc of 58
million gallons per day. The cost of the expansion is $913.8 million in 1998 dollars. Expansion
capacity is designed on the basis of 280 gallons per day per EDU. The fee is determined as follows:
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The cost per unit of capacity would be $913,841,000/58,000,000 = $15.76 per gellon per day.

The single family capacity fee in 1998 would be $4,412 ($15.76 * 280) and this is the EDU.
Other land uses would be related to the single family based on EDUs.

Capacity fees are collected on a pay-as-you-go basis which means that the funds needed for adding
plant capacity are received over a period of years as development occurs. To construct capacity so

- it is available when needed, the City must borrow the necessary funds, Therefore, the capacity fee*
should be increased each year for increased construction and financing costs.

Strength Based Billing Rates for Fiscal Year 1998,

Monthly sewer bills for différent types of customers within the City based on 1997 and 1998 rates
under the City’s current system are compared to the strength-based billing (SBB) rates for 1998
determined in this report. The 1998 SBB rates include charges for flow, SS, and COD, but do not
include a base fee or a sewer cap based on winter water use. The SBB rate is a straight calculation
using the flow, SS, and COD contributed by each customer times the respective unit cost for each
Jparameter. .

Table I-1 shows that SBB will increase sewer charges for commercial and industrial customers
compared to the curreat system in which bills are based only on flow and SS. The largest rate

. increases will be experienced by customers that contribute significant amounts of COD to the system.
In contrast, sewer bills for single family customers will generally decrease when the SBB system is

instituted. Single family customers who use less than the average amount of water (14 HCF per
month) will pay less than their current sewer bills. For example, a single family customer using 10

" HCF per month would pay 44 percent less with SBB in 1998 than it would based on projected
existing 1998 rates. At the same time, single family customers who use more than the average
amount of water will get higher sewer bills with SBB.

Table I-2 shows the differences in SBB bills under the three different Capacity Fee altemati.ves. It
the Capacity Fee is reduced from the current fee to no fee, the rates are increased by approximately

3.4%, and if the Capacity Fee is increased under a full cost recovery method, the rates decrease by
approximately 3.1%.

MWWD-BH0959
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o INTRODUCTION

A. Purpose of Report

This sewer cost-of-service report was prepared to determine the costs of providing wastewater
collection, conveyance, and treatment services to the' City of San Diego and the Pamdm
Agencies outside the City. Operation, maintenance, and replacement (OM&R) costs, ‘debt service

- costs, and costs for planned capital improvements were allocated to the cost-causative componeats
of the wastewater system and were divided by the total plant loadings to determine unit costs for
flow; suspended solids (SS), and chemical oxygen demand (COD). The contribution of each user or
user class was then multiplied by the unit cost for each parameter to establish a sewer rate in
proportion to the user’s demand on the system. The procedure used in prepasing this report meets
with the requirements of the State Water Resources Control Board (SWRCB). Cost information
from this report will be used to prepare the Wastewater System Revenue Program that must be
submitted to the SWRCB for approval, -

B. Scope and Content

* This report allocates costs between the individual Participating Agencies and the City of San Diego
so that all of the entities pay their “fair and equitable” share for collection, treatment, and
disposal/reuse of the total wastewater flow, including suspended solids content and organic Joading.
Costs arc further allocated within the City to individual customer classes so that the revenue
generated by each user class is in proportion to the user’s demand on the system.

. The report includes an Executive Summary, Introduction, and five other main sections. Scction I
summarizes SWRCB requirements for revenue programs, including the procedures to be used in
developing a revenue program. Section IV describes the wastewater system that scrves the City of
San Diego and the Participating Agencies and the organizational structure of the department that
oversees the operation of the sewer system. The section also includes information on current sewer -
System customers and dlassifications, describes the capital improvement program for the system, and
summarizes the service agrecments between the City and Participating Agencies. Section V presents

- OM&R and debt service cost projections based on current operations and planned system
improvements, while Section VI allocates these expenses to the cost-causative components resulting
in unit costs for the various treatment parameters, In Section VII, the unit costs are allocated to
individual customers or customer classes based on the relative contribution of each customer to the
system. The Appendices and Exhibits referred to in Volume I of this Report can be found in Yolume
IL ‘

C.  Assumptions
The primary assumptions used in preparing this report are as follows:
1. Annual revenue requirements for the Metro and Muni systems are based on historical cost

information and cost projections developed by the Metropolitan Wastewater Department (MWWD).
and the City’s Financing Services Division. The City’s Financing Services Division includes an annual

. MWWD-BH0862
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inflation rate for expenditures of three percent for Fiscal Years 1998 through 2000 and four percent
for Fiscal Years 2001 through 2003.

2. Wastewater flow and load projections for the Metro system are based on an October 7, 1996,
memorandum titled Wastewater Flow and Load Projections - 1997 Financial Plan, as prepared by the
MWWD Technical Services Division. ‘

. 3. Baseline sampling data from June 1995 through December 1996 was used to determine the-

chemical oxygen demand (COD) and suspended solids (SS) loadings produced by the Endmdual
Participating Agencies and the City as a whole. Flow weighted COD and SS concentrations were
used to calculate the total pounds contributed by each eatity.

4. COD was measured at sampling sites within the Mctro system. The flow weighted average COD
conceatration for the City was higher than the average concentration for the Participating Ageacies,

5. Operation, maintenance, replacement, and capital costs for the Metro system were allocated to
the three treatment parameters of flow, COD, and SS using the functional-design approach developed
for the MWWD by Montgomery-Watson in June 1996. The same functional-design approach was
used to allocate Muni system costs to flow, COD, and SS.

6. The Muni and Metro system capital improvement projects are financed by both debt and pay-as-
you-go funding. The amount of debt financing varies each year to accommodate cost nwds and
financing constraints. The amount of debt outstanding at any one time on the sewer system is limited
to no more than 80 percent of the capitalized plant value.

7. Expansion-related capital improvement projects are partially funded by capacity fees.

MWWD-BH0963
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IL STATE WATER RESOURCES CONTROL BOARD REVENUE PROGRAM
GUIDELINES

- This section of the report presents the guidelines and requirements (“Guidelines™) set forth by the

State Water Resources Control Board (SWRCB) for sewer system revenue programs, -
Al General Requirements

The Reveaue Program Guidelines were developed to assist local governments and public agencies

(municipalities) in preparing, implementing, and maintaining revenue programs that comply with

Section 204(b)(1) of the Federal Clean Water Act, Federal and State Regulations and Policies of the

State Water Resources Control Board (SWRCB). These guidelines apply to all recipients of
wastewater system grants and loans from the U.S. Bavironmental Protection Agency (EPA) and the
SWRCB.

The City of San Dfeéo, as a previous recipient of EPA Consuucﬁén Grant Ptogram moneys, is
required to comply with Appendix B of 40, Part 35, Subpart E of the Federal Regulations. Paragraph
(1) of Appendix B states: . '

The user charge system must result in the distribution of the cost of operation and

_maintenance of treatment works within the grantee’s jurisdiction to each user (or user
class) in proportion to suchuser’s contribution to the total wastewater loading of the
treatment works. Factors such as strength, volume, and delivery flow rate
characteristics shall be considered and included as the basis for the user’s contribution
to ensure a proportional distribution of operation and maintenance costs to each user
(or user class).

Adopting a user charge system based on strength-based billing is not ooly a condition for retention
of previously awarded grant finds ender the EPA. progeam, but it is a requirement for future funding
under California’s State Revolving Fund for Construction of Wastewater Treatment Facilities.

A revenue program is a formally documented user charge system that is developed by the
municipality. A user charge system is designed to provide a revenue source for wastewater system
operation, maintenance, and replacement (OM&R) costs that satisfies federal and state requircmen@.
Rates under a user charge system are set based on the number and type of ideatified users and their
respective contributions to the wastewater loading of the treatment works. ‘ '

In contrast, a service charge system includes the user charge OM&R. costs, plus additional charges,
if appropriate for the Jocal agency, to cover capital related pagments such as debt service costs and
contributions to capital reserve accounts. A system of service charges is developed by estimating the
municipality’s annual revenue requirements for the total wastewater system OM&R, including those
portions not grant or loan funded. Debt service, as well as revenue for capital reserve and operating
reserve funds, may also be collected by the system of charges based on actual use or, ifapproved,_by
ad valorem taxes. The SWRCB recommends that funds for the cost of debt service, capital
improvements, etc. also be collected in proportion to the costs of service rendered.

Mwwb-BH0964
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B. Annusl System Costs

Annual system costs for a wastewater system include OM&R. costs and, in most cases, capital costs
such as pay-as-you-go capital costs, debt service, and contributions to capital reserve accounts.
Municipalities may also establish an operating reserve fund to ensure proper operation of the
treatment works.

OME&R expenditures include the costs for Iabor, power, chemicals, supplies, laboratory control and
monitoring, general administration, billing, and other miscellancous expeases incurred during normal
system operation. This category also includes expenses for ordinary repairs that are needed to keep
the treatment works in proper operating condition, administrative costs such as overhead and
accounting which are directly related to the OM&R of the system, and replacement costs as defined
below. An estimate of future OM&R costs should be made by adjusting the most recent operating .
cost data to reflect projected operational modifications, wage increases, or staffing changes.

Replacement costs as defined by the SWRCB include all expenditures required for a facility to
operate for its design life. This includes costs for items such as pumps, motors, electrical controls,
telemetry equipment, air scrubbing equipment, chlorination equipment, dechlosination equipmeat,
vehicles, radios, and other components which require periodic replacement. However, replacement
costs do not include capital costs for major upgrades of individusl process units, structural
rehabilitation of existing facilities, expenses for plant expansions that are undertaken to meet future
user demands, or costs to upgrade the treatment process. Replacement costs may be based on a
minimum five-year planning cycle, and the annual replacement cost to be included in the user charge
must be recalculated each year. In lieu of the five-year replacement plan, the municipality may
deposit an amount in the replacement fund equal to'the sum of the straight line depreciation of the
replacement items based on their current costs, but excluding related structural facilities such as
buildings, pipes, etc. - ;

Debt service is the annual sum of the principal and interest payments on proposed or outstanding

obligations that are secured by bonds or loan contracts. Although it is not required, municipalitics

are encouraged to establish an operating reserve fund to easure proper operation of the treatmeat

works. This fund is intended to satisfy costs associated with unexpected price increases, additional

chemical or power usage, and other such items, but does not include costs for replacement _of
equipment. According to the SWRCB, wastewater agencies in California normally operate with
reserves of between 10 and 50 percent of annual revenue requirements.

C. Identification of Users

After the annual costs of the wastewater system are determined, the users of the treatment works and
their associated wastewater flows and loadings must be identified. Flows and Joadings must be
documented for residential, commercial, institutional, and industrial user groups. Individual cost
allacations do not have to be made for various types of residential users, but dividing residential users
into single family, multiple family, or mobile home subgroups will allow more refined cost allocations
to be made. Commercial and industrial users may need to be divided into appropriate subgroups that
reflect the great variability in wastewater flow rates and strengths. Commercial or industrial users that

. MWWD-BH0965

6-30-05 COS SEC Subpoena



CITY OF SAN DIEGO May 14, 1998
SEWER COST-OF-SERVICE REPORT .
PinnacteOne Filc No. 0641-01-07 PAGE 9

discharge more than 25,000 gallons per day (gpd) to the system mmst also have their costs allocated
individually. Similar to the commercial and industrial groups, costs must be allocated to individual
institutional users or user groups such as hospitals, correctional facilities, schools, and colleges. The
City of San Diego’s user groupings and cost allocations comply with these requirements.

Any outside municipality that discharges to the treatment works must be listed as a separate user
group. Additionally, if septage (septic tank discharge) is received by the treatment works, this
category must also be listed as a user group with corresponding flows and loadings. The charges
established for septage must be based on its contributing loadings. Generally, a 1,000 gallon dump
from residential septic tanks contains 5,400 milligrams per liter (mg/L), or 45 pounds, of five-day
biochemical oxygen demand (BOD), and 12,000 mg/L, or 100 pounds, of suspended solids (SS).
Other types of septage from commercial and industrial sources must be sampled at the discharger’s
expeanse to prevent unacceptable discharges and 1o allow a proper charge to be calculated.

D.  Procedures for Allocating Annual Revenue Requirements and Determining Rates

Allocating antwal costs to the system users is a three-step process. The iaitial sgep is to allocate the
cost among the treatment paremeters in proportion to the percentagé of cosis that the flow; BOD,,
S8, and other vomponents represeat. The City of San Dicgo has requested in writing a variance to
use COD rather than BOD. A written response was received on November 6, 1997 granting the
variance. The second step is to divide the allocated costs by either total plant loadings or total design

“loadings to determine unit costs for each treatment parameter. The final step is to multiply cach

user’s contribution to the system by the unit costs for each parameter to establish a sewer rate in
proportion to the user’s demand on the system.

OME&R costs for the treatment works must be recovered from system users through a user charge
system that js based cither on actual use or through a pre-approved ad valorem tax system. User
charges must recover OM&R costs from users based on their proportionate contribution to the total
wastewater loading from all system users. However, the total OM&R budget may be offset by
income derived from the opcration of the treatment works. This type of income can result from the
sale of used equipment, sewage sludge, digester gas, reclaimed wastewater, treatment plant residues,
or power generated from plant by-products. Investment income from assets of the v.vast'cwater
enterprise is also considered operating income if the assets were originally fanded with income
generated from user charges.

If desired, a municipality may adopt reduced or less than proportionate share rates for low income
residential users, A low income user is defined as any user whose income level 1s.bclow the poverty
rate established within the municipality’s service area. Ifused, the reduced service charge must be

. based on an economic considecation only and may not be applied only to a subgroup under the

poverty level, such as senior citizens. If a municipality decides to adopt a low income discount, a
number of rules apply. First, the discount rate selected will apply to all users who qualify for the
discount. Second, eligibility for the discount must be verified on an annual basis. Finally, all.revenues
that are lost because of the discount must be recovered from other system users through increased
service charges. A notice that informs the public about the low income discount must also be
published in a newspaper of general circulation within the municipality’s service arca. Under the
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Guidelines, any pre-existing agreements which levy OM&R charges that are different than the
proportional use rates calculated by the revenue program will not be allowed to continue, and the
charges must be revised to reflect the approved rates. The user charge system shall take precedence
over any terms or conditions contained in-agrecments or contracts that the municipality may be a
party to that are inconsistent with the requirements of the SWRCB Guidelines. If there are any pre-
existing contracts or agreements that are inconsistent with the Guidelines, the municipality must notify

the SWRCB at the time the revenue program is submitted for review.

In the Guidelines, the SWRCB recommends that funds for the cost of debt service, capital
improvements, etc. be collected with the OM&R user charge in proportion to the cost of the service
readered. A municipality may meet these revenue requirements through service charges, ad valorem
taxes, standby charges, or assessments. If debt service and capital improvement costs are collected
through service charges, and the municipality does not wish to recover these costs in proportion to _
system use, then a public notice describing the impacts of the proposed rate structure is required. An

* opportunity for public comment prior to final adoption of the rate ordinance must be given. Notice

of the proposed rate shall be given by direct mailing to all organizations and individuals who have
previously requested such notice, as well as to all system users who would be adversely affected by
the change in rates.

Allocation of OM&R costs based on flow only can be made if the system serves less than 10,000
people, has no industrial users, and does not receive septage. A flow only OM&R cost allocation can
also be used where the residential design flow for the treatment works exceeds 95 perceat of the total
design flow and there are no industrial or septage flows,

A municipality’s user charge system based on ad ‘valorem (A/V) taxes may be approved if the
municipality had a system of dedicated A/V taxes in existence on December 27, 1977 and has
continued to use that system to collect revenues to pay OM&R costs for wastewater treatment works-
within its service area. The A/V user charge system must distribute OM&R costs for all treatment
works within the municipality’s service area to the residential and small non-residential user classes
including, at the municipality’s option, other users that are not required to have their costs allocated
individually. Each industrial and commercial user that discharges more than 25,000 gpd or more than
5 percent of the plant’s design flow must pay its share of OM&R costs for the treatment works based
on charges for actual use. Finally, a system of surcharges and rebates must be instituted to ensure
that all users and user groups pay their proportionate share of the OM&R costs.

OM&R costs for all infiltration and inflow (I/I) that is not directly attributable to users must be
distributed among all users in the same manner that it distributes the costs for their actual use.
Alternatively, I/I costs can be distributed under a system that uses one or any combination of the
following factors on a reasonable basis: flow volume of the users, land area of the users, pumber of
hookups or discharges of the users, and property valuation of the users (if A/V taxes are used).

The Guidelines state that administrative costs for the wastewater system may be included in the
OMER cost allocation, or they may be separated and allocated on another equitable basis such as the
number of sewer accounts,

MWWD-BH0967
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E. Other Considerations

The California Administrative Code prescribes a uniform system of accounts for wastewater disposal
systems, Mupicipalities that are not subject to the uniform system of accounts must establish
accounting systems for wastewater conveyance, treatment, and disposal that will provide essentially
the same level of detail as the uniform system. Wastewater activities shall be accounted for in an
enterprise fund which will consist of at least two revenue and three expense accounts. Revenue

- accounts include a service charge revenue account and a capital revenue accovnt. Funds from the
service charge revenue account can be used for any wastewater-related activity. However, funds
from the capital revenue account may only be vsed for facility expansion, upgrade, or major
rehabilitation. OMAR costs may not be funded from the capital revenue account. Expense accounts
include an operation and maintenance account, a replacement account, and a capital expeaditures
account. The first two accounts must be funded from the service charge revenue account. Either _
revenue account can be used to fund the capital expenditures account. The replacement account
should not iriclude money set aside for unexpected price increases, Funds for this purpose should be
accumulated in an opefating reserve fund. The City’s system of accounts, while different from the
uniform system of accounts described by the California Administrative Code, provides essentially the
same level of detail as the uniform system.

Connection fees can be used to recover debt service costs which would have been recovered on an
annual basis if the user had been connected when the treatment works began operation. This fee may
: not be used to recover excessive costs from future users of treatment works in order to reduce
' charges to current users. Connection fees may not be used to fand replacement costs (as defined by

. the SWRCB).

If a municipality charges a flat rate for some users and a variable rate based on water consumption
for others, a minimum charge may be established for the variable rate users to collect the fixed costs
of providing service. This charge must not be more than the minimum charged to any user group
which is charged a flat rate. The same minimum charge must be applied to all user groups which have
a minimum charge, unless it can be shown that fixed costs vary significantly.

When treatment works serve more than one municipality, the user charge system outlined in the
revenue program must cover all wastewater treatment services provided, and each participating
municipality must adopt its own user charge system and rate ordinance or resolution. If the regional
municipality is authorized to bill all of the individual users of the system, only one revenue program
and rate ordinance is required. If the regional municipality bills a subscribing municipality, which in
turn bills the individual users, scparate revenue programs and sate ordinances are required for the
4 regional municipality and each subscribing municipality. The regional municipality’s charges to a
subscribing municipality must be based on actual usage and include the fixed cost of reserved
capacity, if capacity is reserved for specific subscribing municipalities.

In 1973, the SWRCB adopted guidelines for administering the “Fair and Equitable” clause contzined
in Clean Water Grant contracts. The intent of this clause is to protect municipalities that are required

to join regional systens, as a result of State Board planning decisions, from undue financial burdens
or incquitable treatment by the regional agencies. The guidelines focus on two areas of concern: the

. .
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costs assessed to participating agencies, and the appropriateness of conditions nnposed by the
regional agency. In determining reasonable costs and charges to a participating agency, considezation
should be givea to the amount of flow, the strength of wasts, and any special waste characteristics.
Costs for treatment, including both OM&R costs and capital costs, must be apportioned among the
users in direct proportion to the actual or allocated use. Costs of conveyance may be assigned
directly to a participating agency in direct proportion fo use if it is geographically separate or has
other distinct and discrete characteristics. Otherwise, all conveyance costs shall be considered 2 basic
part of the regional facilities, shall be combined with treatment costs, and will be apportioned in the
Samc manner as are treatment costs. Costs that exceed the actual costs incurred by the regional
agency and which, in effect, penalize participating agenciss are improper and are not considered fair
and equitable,

MWWD-BH0969
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IV. METROPOLITAN WASTEWATER SYSTEM ORGANIZATION AND OPERATION
A. The Wastewater System
The Wastewater System that is the subject of this cost-of-service study consists of the Municipal

(Muni) System, which is a municipal sewage collection system for the City's residents, and the
Metropolitan (Metro) System, which is a regional sewage collection, treatment and disposal system

- initiated in 1958 (and operational since 1963) to serve the City and various other public agencies

including cities situated within common drainage areas. The Metro System was designed to provide
sufficient capacity to accommodate a regional population of 2,600,000. The City, as ovmer and
operator of the Metro System, is the holder of the National Pollutant Discharge Elimination System
(NPDES) permit and is responsible for maintaining the discharge requirements required under Federal
law. The Metro System, as preseatly designed, provides advanced primary treatment of sewage at
its Point Loma Wastewater Treatment Plant. .

The map included as Exhibit IV-1 shows the sewer service area boundaries of the wastewater system
which cavers approximately 450 square miles, including most of the City.

1. Muni System Facilities. The Muni System is comprised of 2,528 miles of trunk and
collector mains, 82 sewer pump stations and 14 stormwater interceptor pump stations serving in
excess of 240,000 customer accounts, On average, these accounts generate 128 million gallons per
day (mgd) of wastewater which is conveyed by the Muni system to the Metro system for treatmeat
and disposal. The Wastewater System Capital Improvement Program (CIP) contemplates
expenditures of $360.1 million for Muni system facilities during the seven Fiscal Years ending June
30,2003, - .

2. Metro System Facilities. The current Metro System infrastructure, with the exception of
the South Metro interceptor, is located within the jurisdictional boundaries of the City and is
concentrated along a kidney shaped corridor running from Mission Bay to the north and along the
perimeter of the San Diego Bay to the south. The map included as Bxhibit IV-1 shows the
geographic concentration of the Metro System's infrastructure and identifies the major interceptor
lines north and south which service the Participating Agencies.

The Metro Systenr's infrastructure consists of one main wastewater treatment plant, an ocean outfzfll,
a sludge drying facility, two pump stations, and force mains and gravity flow interceptors. A brief
description of the current facilities and their primary functions is provided below.

a. Point Loma Wastewater Treatment Plant. The wastewater treatment process currently .
employed at the Point Loma Plant consists of advanced primary treatment currently rated at 240 mgd
of average daily wastewater flow and includes mechanical screening, by which raw wastewater flows
into the Point Loma Plant through five 15 millimeter mesh mechanically self-cleaning traveling
screens, the addition of chemical coagnlants to echance settling to achieve at least 80 percent removal
of suspended solids, sedimentation, and sludge digestion. A digester gas utilization facility is also a
part of the Point Loma Plant. Dewatering and disposal and/or reuse of sludge are provided off site.
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Several capital improvement projects have been completed at the Point Loma Plant to rchabilitate,
modify, and expand various components, and additional capital improvements are planned. Ongoing
capital improvements include construction of two new sedimentation basins for a total of twelve
basins, completion of a new cffluent channel to all of the sedimentation basins, repair and
modemization of two of the six digesters, coustruction of a new sludge pumping station, a new water
tank, two additional digesters, automation of process control facilities, and restoration of the ocean
outfall intake structure. Projects under design include upgrade of the headworks, ador contro] and
. grit removal facilities, modemization of two cxisting digesters, 2 new operations building, expansion
- of the gas utilization facility, a central boiler facility, and expansion of the maintenance building.

b. Point Loma Plant Ocean Outfall. The Point Loma Plant Ocean Outfall was constructed
in 1963 to provide a method for disposal of all plant cffluent, The original capacity of the 11,316~
foot long, 108-inch diameter outfall has been estimated at 390 mgd ‘under the original design_
configuration. The City commenced construction in 1992 of a 12,500-foot extension of the original
outfall. The Point Loma Plant Ocean Outfall Extension was completed in November 1993 resulting
ina 4.5 mile long outfill discharging treated scwage effluent at a depth of 320 feet of water. It isone

- of the longest, deepest ocean outfulls in the United States. The capacity of the ocean outfall in its
current configuration is estimated to be at least 432 mgd. )

¢. Fiesta Island Sludge Drying Facilities; Metro Biosolids Center. A portion of Fiesta
Island, Jocated in Mission Bay, is currently used by the City for mechanical dewatering and air drying
of sewage sludge. Since 1963, digested liquid sludge at three percent sofids has been pumped from
. . the Point Loma Plant through an cight mile pipeline to Fiesta Island. At the facility, mechanical belt
. filter presses provide initial dewatering functions. Solar energy dries the sludge cake in open sand
drying beds. When the sludge solids content reaches 50 percent, the dried sludge is transported off-
site for either beneficial use or landfill disposal. The California Coastal Commission has directed that
the City vacate its sludge drying facilities at Fiesta Island since the use of the istand for sludge
processing has been determined to be incompatible with its intended recreational use and the
commission is imposing mitigation charges on the City until the facilities are vacated. The charges
were §2 million per year for 1993 and 1994. The commission reduced the charge to $1.5 million per
year asa result of the progress that has been made constructing the replacement facilities described
below. These charges have been paid from Wastewater System Revenues to the City’s Department
of Parks and Recreation. The City plans to cease it§ sludge operations at the Fiesta Island facility in
February 1998,

The City will complete the construction of replacement facilities in 1997 of the Metro Bios91ids
Ceater on a site at Miramar Marine Corps Air Station. The overall capital budget for the replaceinent
facilities to be located at the Miramar site is expected to,be approximately $238 million,

The Metro Biosolids Center will perform the following two primary functions. It will digest biosolids
generated at the North City Water Reclamation Plant, and it will mechanically dewater biosolids from
-the North City Plant and the Point Loma Wastewater Treatment Plant. The Metro Biosolids Ceater
will replace dewatering operations currently located on Fiesta Istand which service the Point Loma
Plant. A for-profit enterprise is operating a cogeneration facility at the site, A sludge drying facility
is also proposed to be located at the Metro Biosolids Center. The sludge drying facility may be
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undertaken by-a for-profit entcrpnse to produce agricultural fertilizer pellets. Other ben‘cﬁcial use
options such as composting and direct land application are being considered along with landfill
disposal.

d. Pump Stations. The two Metro pump stations began operation in 1963. The pumping
facilities are reported to be in good condition, and all sGuctures, including wet wells, are expected
to last at least another 25 years. No major modifications or improvements are anticipated except for

- installation of additional new pumps and motors and the overhaul of existing pumps and motors as
needed.

e. Metro Interceptors. The Metro System interceptors consist of two majog' branches, the
South and North, which meet at Pump Station No. 2. Interceptor capacities are norrnally adequate
for current peak flow, but in the near future some interceptor sections may be subject to peak ﬂows
that exceed desiga capacities. Under the Wastewater System Capital Improvement Program, nis
contemplated that expenditures of $35.7 million remain to be made for interceptors during the pesiod
ending June 30, 2003, "Construction projects are currently underway to address these future capacity
needs, .

3. Additional Contractual Capacity Through the Escondido Wastewater Treatment Plant.
In addition to the Metro System facilities described above, in 1972 the City entered into a sewage
disposal agreement with the City of Escondido, wherchy up to five mgd of sewage from the Rancho
Bernardo sewer service arca of the City of San Diego may be treated at Escondido's Hale Ave.nue
Treatment Plant. The term of the agreement is SO years and may be extended for an unfimited
number of tea- year periods at the City’s option. The Escondido Wastewater Treatment Plant is not
owned by the City of San Diego and is not part of the Metro System. -

B. General Operating Principles and Practices

The MWWD manages the Metro system and the Muni system. The wastewater system is opgrated
with funds derived primarily from sewer service charges. All system revenues are deposited in fhe
Sewer Revenue Fund, which is used to finance operation, maintenance, replacement, and capital
improvements in both the Metro and Muni systems. As an eaterprise fund, the Sewer Revenue Fund
is held separate and apart from other funds of the City.

Wastewater gencrated by the Participating Agencies is metered as it enters the Metro system and

- charges for treatment are based on the measured flow, SS, and COD. Within the City, wastewater

flows from individual Jocations are not measured, and metered water consumption is used to
approximate each customer’s sewage flow.
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C. Customer Information angl Classifications

The Metro system serves the City of San Diego and fourteen Participating Agencies located outside
the City. Within the City, sewer customers are grouped into the following four major classifications:

N Total Customers
Single family dwelling 11to 15 198,979
Other domestic (multiple living units) 2110 25 29,340
Commercial 31t035 19,146
Industrial 41 to 45 596

-

Exhibit IV-2 provides descriptions for all of the rate codes currently used by the City for bifling -
purposes., Customers with rate codes ending in “4* or “5* do not return any flow to the sewer
system. Rate codes ending with “4" designate customers that are served by septic tanks or other on-
lot sewage disposal systems. Rate codes ending with a “5" identify customer locations that have
separate irrigation meters. Rate codes 51 through 97 designate customers located outside the Cgty,
fire sprinkler service, backflow meter locations, and temporary water metess for construction
projects. Customers with these rate codes also do not return any flow to the- sewer system.

D. Curreat Sewer Rate Structure

Participating Agencies located outside the City are currently billed for sewage conveyance,
treatment, and disposal services . Custamers within,the City of San Diegp are billed based on both
the volutne and suspended solids (SS) content of the wastewater generated: However, o chargeis -
curreotly made for the organic content of the wastewater.

Sewer bills for single family dwellings in the Muni service area are based on winter month water
usage and a SS concentration of 277 milligrams per liter (mg/L). Previous analyses have detcnn{ned
that winter month water consumption (December through March) in single family dwellings
approximates the water used inside the dwelling unit on an average annual basis. Wastewater
returned to the sewer system from single family residences is estimated to be 90 percent of winter
month water use. Sewer bills for multiple iving units are calculated using actual metered water usage
and a 277 mg/L conceatration for SS. The total calculated sewer bill is then reduced by five percent
to reflect a 95 percent return to sewer for this user class, Water and sewer rates for the City of San
Dicgo, as of January 1, 1997, are summarized in Exhibit IV-3. This rate schedule includes a six

- percent increase in sewer rates which became effective on October 1, 1996. An additional six percent

increase in sewer rates became effective on July 1, 1997.

Sewer bills for non-residential customers are calculated using a separate rate schedule. A Sewer
Classification Program was implemented in 1988 to determine the amount and strength of scwage
discharges from commercial and industrial ¢ustomers within the City. Amount refers to the percent
of metered water that is discharged into the sewer system while strength refers to the SS (suspended
solids) concentration of the wastewater. Similar customers were placed into categorics and were
assigned characteristic SS concentrations based on the type of business activity. The first tea SS
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classes range from 0 to 1,000 mg/L, in 100 mg/L increments. An eleventh class also exists for
dischargers with SS concentrations in excess of 1,000 mg/L.

In addition to the classifications for SS, field inspections were conducted at various customer
locations to determine what type of establishment a water meter is serving and how the water is used.
This included gathering data on inigation nsage, cooling tower evaporation, water used in the
product produced, and other similar information. This information was used in conjunction with the
water consumption history of the customers to calculate the percent of total water use that is retumned
to the sewer system. There are a total of 20 retum-to-scwer components in the current rate schedule
for commercial and industrial accounts. The first 19 classes range from 5 to 99 percent returnto
sewer, in four percent increments. The twentieth class is for customers whose return to sewer is
equal to the metered water use. )

The current sewer rate schedule for commercial and industrial accounts is shown in Bxhibit IV-4,
Sewer Quality Codes (SQC) were developed to express both the SS concentration and percent retumn
to sewer for non-resideatial customers, Classes A through X and L through V refer to the SS classes
for commercial and industrial customers, respectively, while the 01 through 20 designation describes
the percent retum to sewer. For example, a SQC of A02 identifies a commercial customer that
retums between 90 and 94 percent of metered water use to the sewer at a SS concentration between
0 and 100 mg/L. A SQC of L02 identifies an industrial customer with the same discharge
characteristics. Bills for customers with a SS concentration in excess of 1,000 mg/L are computed

- based on 100 percent return to the sewer.

E. Description of the Capital Improvement Program

The Wastewater System Capital Improvement Program (CIP) consists of projects to upgrade both
the Metro and Muni systems. Metro CIP projects include the following:

Metro Biosolids Processing Projects

North City Water Reclamation Plant

Point Loma Plant Upgrade

Point Loma Outfall Upgrade

South Bay Water Reclamation Plant

South Bay Sewer Conveyance System

South Bay Ocean Outfall

North and South Metro Interceptor Sewer Upgrades
Other Metro System Projects

Muni System CIP projects generally include replacement of deteriorated sewer lines, rehabilitation
of existing sewage pumping stations, and construction of new interceptor lines and pump stations.

The Wastewater System CIP will be funded by a combination of system revenues and debt financing.
The projected source of funds for the capital improvement projects for Fiscal Years ending June 39,
1997, to June 30, 2003, include:
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*New Bond Issues

Grant Receipts

Contributions in Aid

Pay-As-You-Go Moneys

State Revolving Fund Loans' -
As part of this cost-of-service study, six estimates of CIP cost projections were reviewed to evaluate

- the reasonableness of the cost projections and the soundness of the estimating methodology. The,

projects were chosen randormly and included both Metro and Muni System projects. Overall, the total
estimated project costs appear to be conservative. The cost estimates were prepared by engineering
firms based on industry standards and are adequate for projecting future capital improvement costs.

R, Agreements With Participating Agencies

The Metro system provides “wholesale” treatment services, including some sewage transport,
treatment and disposal operations, to other cities and districts, The following entities, referred to as
the “Original Participating Agencies” entered into sewage disposal agreements with the City of San
Diego in 1960: .

City of Chula Vista
City of Coronado
City of El Cajon
. City of Impexial Beach

City of La Mesa

. * - City of National City

Lemon Grove Sanitation District
Spring Valley Sanitation District

Subsequent to that time, the City entered into sewage disposal agreements with the following eatities,
also known as the “Later Participating Agencies:

City of Del Mar
City of Poway
- Lakeside/Alpine Sanitation District
Otay Water District
Padre Dam Municipal Water District
" Wintergardeas Sewer Sanitation District

Sewage disposal agreements expire on August 2 1, 2003, for the Original Participating Agencies gnd
on June 30, 2003, for the Later Participating Agencies and, in each case, have a ten year extension
option to 2013.

Presently, the City’s Financing Plan takes a conservative approach and does not anticipate revenue from
State Revolving Loan Fund, ’
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Each participating agency pays its proportionate share of the OM&R expenses of the Metro System.
Under the agreements, the OM&R costs include all required repairs, reconstruction, and replacements
to the Metro System. As of October 29, 1996, the City and the Participating Agencies agreed on the
“Principles of Understanding™ (see Exhibit IV-5). This-document was established as a basis for
agreement regarding the sharing of certain sewer costs.;

One important provision of the “Principles of Understanding,” Principle 2, states that the Participating"
Agencies are responsible for paying their fair share based on their proportionate flow within the
Metro System, for the entire Metro System including but not limited to the Point Loma and North
City facilities, up to their current contract capacity, which includes 234 mgd (now reestablished as
240 mgd), plus all facilities required by the Ocean Pollution Reduction Act of 1994 (OPRA).

Another provision, Principle 6, establishes the Metro System share of the costs .for four specific-
capital improvement projects. The percentages to be paid by the Participating Agencies for these four
projects are: .-

29% of Pump Station No. 2, Pumps 7-8
55% of the North Metro Interceptor

66% of Sedimentation Basins Nos. 9 and 10
24% of Scdimentation Bagins Nos. 11 and 12

However, certain Later Participating Agencics (the City of Poway, the Lakeside/Alpine §anitation
District, the Padre Dam Municipal Water District, and the Wintergardens Sewer Mainteaance
District) will continue to pay the costs of both sedimentation basin projects based on 100 peroegt.

Another important provision of the “Principles of Understanding” is found in Principle No. 10, which
states that the Metro System, including the Participating Agencies, shall not pay for City of San Diego
right-of-way charges.” The current Fiscal Year 1997 budget and future budget projcctio?s through
Fiscal Year 2003 do not allocate right-of-way charges to any of the Participating Agencies.

Through Fiscal Year 1997, OM&R costs were recovered from the Participating Agencies on 2 flow-
only basis without consideration of strength of discharge. The Participating Ageacies were billed
quarterly by MWWD on the basis of budgeted cost estimates and sewage flow estimates. In the
following fiscal year, when actual costs and actual flow data were known, billing adjustmeats were
made to correct for any under or over charges in the previous year. Starfing in Fiscal Year 1998,
strength based billing was implemented based on budgeted cost estimates and cash flow analyses and
on estimated flow, SS, and COD. The same process of adjusting to actuals will take place for Fls.eul
Year 1998, This will include actual costs, flow, strength and oxygean demand based on cumulative
sampling for strength and COD.

The Participating Agencies are responsible for the “retail” sewage collection opergtions within their
respective jurisdictions. The collection systems and many of the transport trunk lines are gwned by

the individual Participating Agencies. There are also transportation agreements between agencies as
flows enter and leave other agencies’® boundaries.
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VIL ALLOCATION OF EXPENSES TO CUSTOMER CLASSES

For purposes of this discussion, the customer classes are Participating Ageacies, the City of San
Diego, and Trucked Wastes, .

-

A, Review of Flow and Load Allocation Information

The MWWD Technical Services Division provides City Financing Services personnel with periodic

" updates on Metro System wastewater flows and loadings. A memorandum dated October 7, 1996

discussed wastewater flow and load projections for the 1997 Financial Plan. That memo is included
a3 Bxhibit VII-1. The flow, COD, and SS projections in the memorandum were developed based on
historic loadings at the Point Loma Plant and estimated rates of population growth for the City of San
Diego and the Participating Agencies. The figures preseated in the October 1996 memo were used
in this cost-of-service study as the total projected loadings on the Metro System, The average
percentage of flow contributed by the City and each of the Participating Agencies from 1994 to 1996
was applied to the projected total Metro System flow for 1997 through 2003 to estimate the flow
contribution of each.

Chemical oxygen demand (COD) was used by the MWWD for sampling rather than biochemical
oxygen demand (BOD). COD testing was selected over BOD testing because of overall ease of
sampling, less potential for procedural error, more timely results, and sigpificantly lower laboratory
costs. The Participating Agencies agreed to COD sampling.

COD and SS concentrations were measured at various sampling points within the City and at
Participating Agency connection points for the purpose of establishing a strength based billing system.
Exhibit VII-2 shaws the baseline data measured between June 1995 and December 1996, along with
the sampling points at which the measurements were made. Flow-weighted average COD and SS
concentritions were calculated for the City and each Participating Agency. Organic and solids
loadings on the system were then estimated using the flow projections in conjunction with the average
concentrations. Organic and solid loadings of the system are tested daily. Cumulative data was
analyzed and estimates for system flow, SS, and COD were provided for Fiscal Year 1998 Strength
Based Billing. ‘

For the implementation of Fiscal Year 1998 strength based billing, solid and organic loadings were
estimated based on at Jeast six individual samples for each agency, including the City of San Diego.
System flow, suspended solids, and COD were also estimated based on plant data collections. Bxhibit
VII-2 (Table 1) (without system loadings) shows the Flow, SS, and COD sampling average for each
ageacy, for the City of San Diego, and for the system as a whole. )

In addition to the flow, solids, and organic loadings contributed by the Participating Agencies, the
City of San Diego, and the City of Tijuana via the emergency connection, the Metro System
processes trucked wastes. In 1996, over 34 million galions of trucked domestic and industrial wastes
were received from permitted haulers. An additional 1.40 million gallons of domestic only waste was
received from permitted haulers by the El Cajon Department of Public Works. Three haulers were
also permitted to discharge 1.60 million gallons of grease trap water after separation of grease solids
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and oil. A domestic trucked waste characterization study conducted in January 1996 measured
average COD and SS concentrations of 19,226 mg/L and 13,780 mg/L, respectively, for more than
60 samples of portable toilet, septic tank, and holding tank wastes. Likewise, retum flows from the
Fiesta Island sludge dewatering facility add to system loadings. The average decant from Fiesta
Island in 1996 was 1.679 mgd and contained 597 mg/L of COD and 1,231 mg/L of SS. Information
on trucked waste and Fiesta Island loadings is contained ip Appendix VII-1 and, respectively, Exbibit
VII-3, . .

Retum flows from Fiesta Island are shared by all system users based on the proportion of flow, COD,”
and SS that each contributes. Infiltration and inflow (V) to the Metro System is component that
should be shared proportionately by all users. Wastewater flows from areas outside the City are
metered as they enter the Metro System. As a result, the Participating Agencies pay for all of the U
that occurs in their individual systems. However, adequate data i3 not currently available to allocate
Metro M to all system users. MWWD is planning to conduct additional flow monitoring so that I’

. can be allocated between the City and the Participating Agencies.

B. Distribution of System Loadings to City and Participating Agencies

Tables VII-1, VII-2 and VII-3 present projected annual flow, COD, end SS contributions,
respectively, for the Metro System. As discussed above, return flows from Ficsta Island have been
allocated to ell the system users based on the proportion of flow, COD, and SS that each contributes,

Including its share of Fiesta Island loadings, the City contributes an estimated 70.19 percent of the

flow, 73.74 percent of the COD, and 74.89 percent of the SS to the Metro System. The Participating

Ageacies contribute approximately 29.75 perceat of the flow, 24.74 percent of the COD, and 22.49

percent of the SS. Systein flow was estimated to be 68,225 million gallons, which included 638.74.
million gallons of retum flow. COD was estimated to be 41 1,125 thousand pounds, including 3,051

thousand pounds regional return. Trucked wastes oaly account for 0.06 percent of the flow but

contribute an estimated 1.52 percent of the COD and 2.62 percent of the SS.

C Distribution of System Loadings to Customer Classes Within The City

" Metered water use and sewer billing records were analyzed to estimate system loadings from sewer

customers within the City. Annual water usage in hundred cubic feet (HCF) was provided by the
Water Utilities Department for the single family and other domestic customer classes. Similar
information was also provided for individual commercial, industrial, and other sewer accounts that
have been assigned a sewer quality code (SQC). The SQC designates the SS contributed by a
customer and the percentage of the metered water that is returned to the sewer system.

Table VII-4 Iists historic water usage for single family and other domestic accounts. These two
customer classes used 53,572,742 HCF during the 12 month period ending March 31, 1997.
However, the estimated retumn to the sewer is less than the metered water usc and, therefore, sewer
bills for single family dwellings are based on 90% of the winter months water use (December through
March). The average winter months water use for single family dwellings translates to a 67.78
percent return to sewer relative to the total metered HCF for the entire year. Literature on this
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subject indicafes that between 60 and 80 percent of the water consumed typically becomes
wastewater, with the lower percentages applicable to semi-arid regions of the Southwestern United
States. The calculated return to sewer for single family dwellings (67.78%) is within the typical range
(60% to 80%). Sewer bills for multiple living units are calcolated using actual metered water usage,
but receive 2 5.0 percent reduction to reflect an estimated 95 percent return to sewer for this user
class. N ’

The City’s share of Metro System loadings was allocated to City sewer customers by adjusting total
metered water use to reflect the percent return to sewer and calculating SS and COD loadings based
on assigned concentrations for each rate code or sewer quality code. SS concentrations of 277 mg/L,
‘were used to determine loadings for single family and other domestic customers. All sewer customers
with Sewer Quality Codes have been assigned representative SS concentrations by the Water Utilities
Department Sewer Classification Program based on the Standard Industrial Classification (SIC) of
the sewer customer. The SIC Guidelines list used by the Sewer Classification Program is included as*
Exhibit VII-6.

Commercial and industrial accounts were sorted by SIC code and SQC and were assigned the SS
concentrations listed in Exhibit VII-4. However, some of the original classification assignmeats have
been changed through an appeal process which allows reassignment to another SQC if sampling data
shows that the actual SS is not consistent with the assigned SQC. Where the SS$ for the SIC code
did not agree with the SS for the SQC, the mid-point value for the SQC was assigned to the account.

COD values were assigned to City sewer customers based on typical COD concentrations provided
by Los Angeles County Sanitation District No. 1 and BOD information contained in the SWRCB
Guidelines. .

Appendix VII-2 presents the City’s contribution to flow, COD and SS based on metered water use
for the period ending March 31, 1997. Calculations for the single family category were based ona
67.78 percent return to sewer and a 95 percent rate was used for the other domestic category, The
mid-point retumn to sewer perceatage was used for all customers with SQC assignments. Table VII-5
summarizes the results of this analysis. As shown by the comparison at the bottom of Table VII-S,
the total City loadings produced by this anafysis do not match the City’s overall share of system
loadings presented in Tables VII-1, VII-2 and VII-3. Therefore, the unit cost factors for flow, COD,
and SS that are calculated for the Metro and Muni systems have to be adjusted by the multipliers
shown when determining cost allocations for City customers.

As noted above, total loadings for the City based on the allocation to customer classes do not match

the City’s overall share of Metro system loadings. The City’s flow contribution calculated by the

allocation process is only about sevea percent less than the City’s share of Metro flows, but the COD
and S loads are more than 20 percent lower. 1t is reasonable to assume that part of the difference
in flow can be attributed to VI in the Muni and Metro systems. The amount of I/ in the system is not
known, but it may constitute a considerable amount of the seven percent, in which case the assumed
return to sewer values would produce flows comparable to actual and projected values. The
infiltration component of V1 is typically Jow in both COD and SS, while the amount of COD and SS
from inflow varies based on the source, Since inflow events are isolated and directly related to
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precipitation eyents, it is anticipated that inflow does not contribute nmch to the total C(?D and SS
loads. The most fikely explanation for the difference in COD and SS loadings is that the
concentrations used in the allocation process do not accurately reflect actual conditions. Rather than
adjusting concentrations for individual customers or customer classes to increase the total loadings,
2 unit cost multiplier was used to increase the cost allocation to cach class by a proportional ampunt,

4

D.  Unit Costs for Flow, COD, and SS

" Table VII-6 calculates unit costs for flow, COD, and SS for the Metro and Muni systems for the’

years 1997 through 2003, inclusive, and the average for the seven year period. . More than 90 percent
of Muni System costs are related to flow while Metro System costs are more evenly dxstﬁbuted
betweea flow, COD, and SS. The caloulated unit costs vary from year to year based on projected
expenditures but generally exhibit an upward trend, Unit costs are higher for the City than for the
Participating Agencies because the City has to fund its share of Metro System costs plus all of the*
costs related to the Muni System. Each of the Participating Agencies will have to calculate the costs
related to their individual sewage collection and conveyance systems.

E. Total Annual Cost Allocations for Flow, COD, and SS

Projected annual cost allocations for the Participating Agencies, the City, and trucked waste ha\}lm
are shown in Table VII-7. The sepdrate cost allocations for flow, COD, and SS which are combined
in Table VII-7 are presented in Tables VII-7a, 7b, and 7c.

Table VII-7 allocates system costs to the City, Participating Agencies, and trucked waste haulers.
Total costs for the City include both Muni and Metro system costs. As shown in Tables VII-1, 2, and
3, the City accounts for about 70 percent of flow and about 74 perceat of COD and SS. Overall, the
City is responsible for about 82 percent of system costs which includes both the Muni and Metro
systems, the Participating Agencies account for approximately 17 percent, and trucked wastes make
up the balance, )
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BUSINESS SENSITIVE

From: Bill Hanley

To: LOVELAND GEORGE, SCHLESINGER DAVE, HAMILTON SUSAN
Date: 11/42/98 10:08am

Subject: MEETING WITH KELCO - STRENGTH BASED BILLING

George, Dave & Susan - For your Info. | just scheduled a meeting with Steve Zapoticzny on Monday, Nov
23rd, at 11:00am at 600 B St o discuss the impact of Strength Based Billing on Kelco. During our
telephone conversation, Steve stated that they estimate that Billing based on COD would result in a $4
million per annum “surcharge” to Kelco. ’

CC: - MOFFITT PHIL, GRIFFITHS HEDY, BINGHAM CLAY, BROMFL... .

MWWD-BH0930
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Office of
- The City Attorney
City of San Diego

MEMORANDUM
MS 59

533-5800

DATE: November 18, 1998

TO: Bill Hanley, Deputy Director, Metropolitan Wastewater Department,
Services and Contracts Division

FROM: City Attorney

SUBJECT: System Charges Requirements

You recently requested the statutory basis for our system charges based on flow and strength,
which I attach in descending order.

1. Clean Water Act, 33 U.S.C. section 1284(b)(1);

2. Code of Federal Regulations implementing above,
40 CF.R. section 35.2140;

3. State Water Resources Control Board Revenue Program Guidelines
implementing above;

4, Regional Wastewater Disposal Agreement (sections IILD, and
VB3.2a,b,and c);

5. San Diego Municipal Code section 64.0404 authorizing adoption of
system of charges by resolution.

As you can see, these trace the legal authority to impose a service charge based on proportionate
contribution to the total wastewater load.

CASEY GWINN, City Attorney
By
TB:mb Ted Bromfield
Attachments:1-5 Deputy City Attorney

cc: Hedy Griffiths

Hanley-470 COS004727
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33 §1284

(b} Additional determinations; issuance of guidelines; approval by Administrater;
system of charges

NAVIGATION—NAVIGABLE WATERS

' N S S g S
dopted_or will adopt & system ol charpes to essire hal each Tecipenl ol wis
A DY heant's ) ~nf’:n. :1:5 -.a.nuo. th

! pay s proportionate shave {except as ot} e provided in this paragraph] ol
D . (including repiacement) of any waste treatment

(he applicant; and (B} has Jegal, instiulional, managenal, and
ate construction, operation, and maintenance of
hwmmwisumghmtthewpﬁcant'sjurbdkﬁomudmﬁwdbydwm&-
trator. In any ease where an applicamt which, as of December 27, 1977, uses a system of
d@mﬁmm«mmmbrddanﬁnawatmamﬁmtm:
system of charges which results in the distribution of operation and maintenance costs
for treatment works within the applicant's jurisdiction, to each user class, in proportion
to the contribution to the total cost of operation and maintenance of such works by each
user class (taldng into account total waste water Joading of such works, the constituent
dmunsdﬁm_mgwothunppmpﬁacehcwrs),mdsuchapp&nmisdherwise

I:iftheAdminisu-atordetmnhaﬂutmchsyswnwas
adopted after public notice and hesring.
[See main volume for text of (2) to (4); (c) end (A}
(As zmended Feb. 4, 1987, Pub.L. 1004, Title I1, § 203(a)4¢), 101 Stat. 18) _
150 in original. The period probably should be a semicclon. )
HISTORICAL AND STATUTORY NOTES
Sebeee. (b)(1). Pub.L. 100-4, § 206(c), insert-

d provisioa that & system of user charges which
imposes a Jower charge for lowincome residen-

1587 Amendment

Subsec. (aX7). Pub.L. 3004, § 205(a), subeti-
Mdmiinlhltﬂeuquindnu_ﬁdem

Legislative History
For Jegistative history and purpose of PubL.
Ry with Dy 100-4, see 1987 U.S.Code Cong. and Adm.News,
section 13134y of this title, p-5

‘NOTES OF DECISIONS
2. Construction with State law Comn. 1984, 474 A 2d 752, 192 Coun. 638, fmain
Gaynor-Suafford Industries, Inc. v. Water Pol-  volume) certiorari denied 105 S.Ct. 328, 468 US.
hition Control Authority of Town of Stafford, 932, £3 L.Ed.2d 265

1O

Hanley-470
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NAVIGATION—NAVIGABLE WATERS

9. User fees—Generally
Although, ia regard te construction of s water

§ 1285, Allotment of grant funds
{Ses main volume for text of (a) a

(¢} Funds for fiscal years during period October L19
funds for fiscal years 1982 to 1990; determination

{See main volume for text of (.

. [See main volume for text of taf
(3) Fiscal years 1987-1990
Sums authorized to be appropriated pursuant

tor not later than the 10th day which begins sfter Februa:
for such fiscal years shall be allotted in accordance with the
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§35.2125

(6) The grantee shall execute appro-
priate grant conditions or releases pro-
tecting the Federal Government from
any claim for any of the costs of con-
struction due to the additional capac-
ity. .

$35.2123 Trestment of wastewater
from industrial users.

(a) Grant assistance shall not be pro-
vided for a project unless the project is
iocluded in a complete waste treat-
ment system and the principal purpose
of both the project and the system is
for the treatment of domestic waste-
water of the entire community, area,
region or district concerned.

(b) Allowable project costs do not in-
clude:

{1} Costs of interceptor or collector
stwers constructed exclusively. or al-
most exclusively, to serve industrial
asers; or

{2) Costs for control or removal of
pollutants in wastewater introduced
into the treatment works by industrial
users, uniess the applicant 15 required
to remove such pollutants introduced
from nonindustrial users. .

§352127 Federa! facllities.

Grant assistance shall not be pro-
vided for costs O transport or treat
wastewzater produced by a facility that
18 owned and operated by the Federal
Government which contributes more
than 250,000 gallons per day or 5 per-
cent of the design flow of the complete
waste treatment system, whichever is
less,

(Approved by the Office of Mansgement and
Budg der control ber 2040-0027)

§35.2130 Sewer use ordinance.

The sower use ordinance (see also
§§35.2122 and 35.2208) or other legally
binding document shall prohibit any
new connections from inflow sources
into the treatment works and require
that new sewers and connections to the
treatment works are properly desigped
and constructed. The ordinance or
other legally binding document shall
also require that all wastewater intro-
duced into the treatment works not
contain toxics or other pollutants in
amounts or concentrations that endan-
ger public safoty and physical fntegrity

40 CFR Ch. | (7-1-98 Edilion)

of the treatment works; cause viola-
tion of effluent or water qoality Hmi-
tations; or preciude the selection of the
most cost-effoctive alternative for
wastowater treatment and sludge dis.
posal.

(Approved by the Office of Manageinent and
Budget under contio) namber 2040-0027)

§332140 User charge systom,

The user chaxge system (see §535.2122
and 35.2208) must be designed to
produce adequate revenues required for
operation and msaintenance (including
replacement). It aball provide that
each user which discharges pollutants
that cause an increase in the cost of
managiog the effiuent or sludge from
the treatment works shall pay for such
increased cost. The user charge system
shall be based on either actual use
under paragraph (a) of this section, ad
valorem taxes under paragraph (b) of
this section. or a combination of the
two,

(n) User charge system dased on actual
use. A grantee's user charge system

based on actunl use (or estimated uss)

of wastewater treatment services shall
provide that each user (or user class)
pays its proportionate share of oper-
ation and maintenance (including re-
placement) costs of treatment works
within the grantee’s service area, based
%n the user's Eﬂ’mm"n‘“ contribu-
tion to e to wastewater

m users {or user c .

} User ¢ e Sy on od vo-
lorem taxes. A grantee's user charge
system which is based on ad valorem
taxes may be approved if:

{1) On December 27, 1977, the grantes
had in existence = system of dedicsted
ad valorem taxes which collected reve-
noes to pay the cost of operation and
maintenance of wastewater treatmeat
works within the grantee's service sres
and the grantee has continued to nSe
that system;

(2) The ad valorem user charge §¥5
ters  distributes the operation apd
malintenance (including repiacement)
costs for mll treatment works in tbe
gTantes’s jurisdiction to the residential
and small non-residential user clasS
{including at the grantee’s option nod:
residential, commercial and industris!
users that introduce no more than th¢

536

}Whonmerwal Prolection Agency

equivalent of 25,000 gallons per a:
gdomestlc sanitary wastes to the ¢.
¢ ment works), in proportion to the
¥ of the treatment works by this ¢
and

(3) Each membder of the indus
. user and commercial user class w
. discharges more than 25.000 gallon:

dey of sanitary waste pays its sha

the costs of operation and mainten

(Including replacement) of the t

ment works based upon charges fo:
* tusl use.

(c) Notification. Each user charge
tem must prodide that each user be

tified. at least annually, in conjunc
" with a regular bil) (or other mean:

ceptadble to the Regional Adm
trator). of the rate and that portic

the user charges or ad valorem t

which are attributable to wastew

treatment services.

(8) Financial management system. }
user charge system must include
adequate financial management
tem that will accurately account
revenues generated by the system
expenditures for operatjon and mai
pance (including replacement) of
treatment system, based on an
quate budget jdentifying the bdbasis
determining the annual operation
maintenance casts and the costs of
sonnel, material, energy and adm®
tration.

{e) Charpes for operation and ma
» Jor extr s flows, The
charge system shall provide that
costs of operation and maintenanct
all flow not directly attributable
users (i.e.. infllcratiopn/inflow) dbe

- tributed among all users dased upo:

ther of the following:

(1) In the same manner that it
tributes the costs for their actual

. or
(2) Under a system which uses on
fny combipation of the following
+ %ors on a reasopable basis:
{I) Flow volume of the users;
* (1) Land area of the users:
-. (i) Number of hookups or discha
of the users;
-+ (lv) Property valuation of the us
me grantee has an wpr.dov::l :
system based on o
- taxes.

. (f) After completion of bulldin

_Woject, revenue from the project (
%

et 1igregdt

"o

-

2
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November 24, 1998

Mr. David McKinley
Monsanto Kelco Company
2145 E. Belt Street

San Diego, CA 92413
ZL v
Dear tKinley: -

- SUBJECT: Strength Based Billing; Allocation Factors Based on Functional-Design

Approach :

In response to your request during our meeting of November 23, 1998, attached is the
most recent version of the Allocation Factors Based on Functional-Design Approach for
Strength Based Billing. As we discussed, | would truly appreciate your comments on
the allocation factors contained in the attached document. )

If you have any questions concerning this matter, please do not hesitate to contact me
at (619) 235-1957.

SincerW

WILLIAM J. HANLEY, il
Deputy Director

mr
Attachment: Allocation Factors Based on Functional-Design Approach

cc.  George l. Loveland, MS 9A
Dave Schlesinger
Susan Hamilton
Alan Langworthy, MS 45A
Hedy Giriffiths
Monica Ramos

GAMNGMTVUBLICWYZHI1107,.LTR

Metropolitan Wastewater © Public Works ~ - -
600 B Street, Soite 500 » Son Diego, CA 92101-4587 MWWD-BH0892
Tel (619) 5334200 Fux (619) 5334267 -
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Back-up For The Selection of Flow/SS/BOD Allocation Factors Allocation Factors Based
For 1997 CIP and Operation and Maintenance Costs On Functional-Design Approach

DEVELOPMENT OF COST ALLOCATION FACTORS FOR THE CIP ITEMS IN
EXHIBITS 4-1B and 4-1C - THE FUNCTIONAL-DESIGN APPROACH

METRO BIOSOLIDS CENTER - DIRECT COSTS

For PLWTP digested sludge and dewatering centrate the following cost allocation scems
appropriate

Flow/SS/BOD = 0/60/40 %
The SS/BOD cost allocation factors are derived as follows:

SS Removal (in PLWTP primary clarifier) = 80%
BOD Removal (in PLWTP primary clarifier) = 58%
Total = 80 + 58 = 138
SS = (80/138) x 100 = 58% (Rounded to 60%)
BOD = (58/138) x 100 = 42% (Rounded to 40%)

The centrate pipeline also carries centrate that originates from thickening and dewatering of the
NCWRP sludge. The cost allocation for the NCWRP combined sludge (primary & WAS) for
Flow/SS/BOD is 0/50/50 % (explained later vinder item North City Raw Shudge & Water
Pipelines). Considering this portion of centrate (with 0/50/50 % allocation) to be nearly equal
in volume to the PLWTP related centrate (with 0/60/40 % allocation), an acceptable allocation
for this item is, .. )

Flow / SS / BOD = 0/55/45%

. iy Siudee Processing Faci

This facility processes combined primary and waste activated studge received from the
NCWRP. The cost allocation split between SS/BOD in combined primary ‘sludge and WAS is
determined as follows. .

Assume raw influent wastewater with SS/BOD of 250/250 mg/L.
Primary Treatment removes 60% SS, 35% BOD (TypicaD

Metropolitan Wastewater Department
KASUMINMS5202 XTR i 1 March 1998

- MWWD-BH0894
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BUSINESS SENSITIVE-

From: Hedy Griffiths

To: WZH

Date: 12/30/98 10;57am

Subject: SWRCB #Ron Btiir and Kelko

Bll, just spoke with Ron. He has had some verbal conversations with Kelko (Nutrasweet?)- he couldn't
recall the name of the person.

Sald he did say it would be up to the City (local govem;nent) to decide whether to amalgomate all costs,

- charging an average cost or to review individual customers by line or watershed as to where sewage is

treated and charge accordingly. - which would mean lower costs for those going thru Pt Loma and higher
for NCWRP - "the luck of the draw”

He said he coukdn't imagine any reason why we would want to do that! But basically was telling Kelko, it's
not the State that decides but rather, the local government. He mentioned that Cily of LA also
amalgamates costs.

Ha did mention that any individual industrial which discharges more than 25Kgpd should have an
Individual calculation for thelr rate. | told him our Industrial Waste Dept handled that. Aleo, ba thought,
memwmu;argedatatugwmeforaon,lmmm:&ammwrwuv
Municipal customers,

quheaaidehowassmdcmCl%Dnotspwﬁm money for BOD removal and be pointed out that it is
his understanding that In theory, if BOB is not removed to specified degrés; City reduces BOD by
Increasing suspended solids removal, therefore there Is an indirect cost at Point Loma for BOD removal, -
ﬂrerefom,ltlsmwueawtwedmwxdmmym BOD removsl at Pt. Loma.

He mentioned speaking with Karen Keese and another consultant (he wasn't sure if it was Paul Cooley) .
who seemed satisfied on behaif of the PA s that our COD/BOD charges were appropiiate - referred Kelko
to call them, but not certain if they did; :

He said he talked to Kelko about getting away from the mind set that the City was just charging them a ot
of money because we could - he doesn't believe that is the case, if so, that's where SWRCB would step
in.

We talked some more about system charges, the acceptance by the PAs, knowing that the system as a
whole is what has allowed us to avoid secondary treatment, - therefore system does benefit all.. He totally
agrees.

lasked if there was any written correspondence, he said it was all verbal~ nothing in writing from Kelko or
SWRCB.

CC: LCM, M1S

MWWD-BH0927
b/owj-“ Ys
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BLACK & VEATCH

201 Sout Lake B, Sulle 803 Black & Veatch Corporation
Pasadena, Caffornia 91101

Tet {626) 583-1881
Fox: {626) 58331411

January 15, 2002

Mr. Dennis Kahlie

Utilities Fiancing Administrator
City of San Diego

202 C Street, MS 7B

San Diego, CA 92101

Subject: Sewer Cost of Service and Rate Design Report

Dear Mr. Kahlie:

Black & Veatch is pleased to present this report on the sewer cost of service, rate design and
Capacity Fee study (Study) to the City of San Diego (City). We are confident that the results
developed based on a cost of service analysis and stakcholder input, when implemented, will result
in fair and equitable sewer rates to the City’s users and the revenue program will be acceptable to the
State Water Resources Control Board (SWRCB).  ~

The Study involved a comprehensive review of the City’s financial plan, user classifications and rate
structures. In addition, the Study also included a review of the City’s existing capacity fecs. An
important feature of this Study was the participation of a City selected Stakeholder Group (Group),
representing various business and residential interests. The user classifications and rate structures
resulting from this Study reflect the Group’s input. The recommended changes to the City’s exxstmg
user classifications, rate structures and capacity fee are discussed below.

User Classification: Based on our review of the City’s existing residential and commercial/industrial
user classifications and the Group’s suggestions, we propose the following:

* We recommend that the City continue its existing classification of single family residential
(SFR) and mukli-family residential (MFR) users.

¢ We recommend that the following changes be made to the existing commercial/industrial
uscr classifications to ensure compliance with SWRCB user classification requirements and
to facilitate the incorporation of chemical oxygen demand (COD) into the rate structure, as
mandated by the SWRCB:

—~  Commercialiindustrial users with greater than 25,000 gallons per day (gpd) of
wastewater discharge be categorized as large users. )

-~ Commercial/industrial users that discharge less than or equal to 25,000 gpd of
wastewater flows be classified and billed for service using a user class matrix that is
based on total suspended solids (TSS) and COD wastewater parameters instead of
the current TSS/Return Factor parameters. Retumn factors will continue to be used to
determine monthly charges.

the imagine - build company™

- MWWD-BH0287
psSted 5 —
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Mr. Dennis Kahlie January 14, 2002

Rate Structure: Based on our review of the City’s existing residential and commercial/industrial rate
structures and the Group’s suggestions, we propose the following:

» Continue the use of a rate structure that includes both a fixed monthly basc fce and a variable
water usage charge.

»  Establish a uniform monthly base fec for all users instead of the existing practice of a class
specific base fee. The recommended uniform basc fee for all users is $9.93, effective March
2003.

* Continue bi-monthly SFR user charges based on a 30-day average winter water usage but
with a usage cap of 14 hundred cubic feet (hef) of water imstead of the existing 10 hcf. The
MEFR charges will continue to be based on monthly water usage.

* Develop a two-dimensional rate matrix based on TSS and COD strength ranges for
commercial/industrial users with a discharge less than or equal to 25,000 gpd. The rate for
each TSS/COD strength range in the matrix, is to be computed based on the mid-point
strength of the range.

¢ Calculate wastewater charges individually based on cost of service umit rates for
commercial/industrial users discharging greater than 25,000 gpd of flows.

Capacity Fee: Based on our review of the City’s existing capacity fee, we estimate a near-full-cost-
recovery capacity fee of $5,349 per EDU. Implementation of this higher capacity fee will result in an
additional capacity fee revenue of $11.3 million in fiscal year 2003.

The recommended user classifications, rate structure, and rates are presented in the Executive
Summary and the rationale is discussed in detail in Sections 2 through 9 of the report. The
implcmentation of the recommended wastewater rates and capacity fee should result in a revenue
program that is fair and equitable and acceptable to the SWRCB.

It was a pleasure working with you and we wish to express our thanks to Mr. Eric Adachi, Mr. Bill
Hanley, Ms. Hedy Griffiths, Mr Guann Hwang and other staff members of the Metropolitan
Wastewater Department for the support-and cooperation extended throughout the study. We wonld
also like to acknowledge the participation of and input provided by the City’s cost of service
stakeholder group. If you have any questions, please call me at (626) 583-1881.

Very truly yours,
BLACK & VEATCH CORPORATION

Sudhir Pardiwala
Project Manager

Prabha Kumar
Management Analyst

MWWD-BH0288
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Section 1
Executive Summary

The City of San Diego (City) wanted to conduct a comprehensive cost of service and rate design study
(Study) that includes a review of revenue requirements, user classifications, costs of service, and the
design of a system of user charges for the City’s wastewatcr service. In addition, the City also desired a
review of jts existing capacity fees. This report documents the results of the Study, recommends
changes to user classification and cost allocation, and proposes wastewater rates that the City should
charge its retail customers beginning March 1%, 2002, or as soon as feasible thereafter.

The City provides both wholesale wastewater services to the Participating Agencies (PAs) and retail
service to the City’s users. The City is partially financing its capital projects through a combination of
federal loans and grants, which are administered by the State Water Resources Control Board
{(SWRCB). As a recipient of various federal grants and state loans, the City is-obligated to comply with
SWRCB’s Revenuc Program Guidelines. In order to be consistent with the Revenue Program
requirements, SWRCB is mandating that the City modify its existing cost allocation basis and include
the Chemical Oxygen Demand (COD) parameter in its rate structure.

The focus of this Study is primarily on the Citys retail wastewater service. The specific objectives of
this Study include:

* Review of the costs of providing regional wastewater collection, conveyance, treatment and
- disposal services to the City’s users and to the PAs outside the City’sretail service area.
*  Deterriination of costs of service for the City’s retail service area.
* Allocation of costs of service to the wastewater parameters of Flow, Total Suspended Solids (TSS)
and COD. :
* Allocation of parameter costs to the City’s retail service user classes. . -
= Designof a system of user charges including wastewater user charges and capacity fees.

The following sections present a documentation of the cost of service review and analysis findings and
the recommendationsof the study.

REVIEW FINDINGS

This section of the Executive Summary provides a briefbackground of the wastewater system, a review
of the revenuc requirements and user classifications, an evaluation of issues, an analysis of cost of

service, and the design of wastewaterrates and capacity fees.

Wastewater System

System Infrastructure: The City owns and operatesa regional wastewater system that includes both the
Municipal (Muni) System and the Metro System. The Muni System is primarily a sewage collection
system that serves the City’s service area.  The Metro system includes advanced primary treatment,
tertiary reclamation, studge processing facilities and an ocean outfall. For the regional system, the City
holds a NPDES permit that stipulates discharge limitations. The City provides wastewater service to

&% BLACK & VEATCH - ES-1

MWWD-BH0289
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Section 1 - Executive Summary

15 PAs pursuantto the terms of the Regional Wastewater Disposal Agreement.

Existing Rate Structure: The City’s existing wastewater rate structures for the Single Family
Residential (SFR), Multi-Family Residential (MFR) and Commercialindustrialuser classes include a
fixed Base Fec and a Usage Rate. The Base Fee varies by user class. The MFR and
commercial/industrialusers have the same monthly base fec of $0.51 per meter. SFR users have a
much higher monthly base fee of $8.77. These fees are effective as of March 1, 2001.

The current SFR usage rate cffective as of July 1, 2001 is $3.0481 per hundred cubic feet (hcf) of water
usage. The bi-monthly SFR usage charges are determined by applying the SFR usage rate to a user’s
30-day average winter water usage with a usage cap of 10 hcf. The MFR users are charged based on
monthly water usage but with flows estimated at a 95 percent return to sewer.

The existing rate schedule for the commercialfindustrialusers is in the form of a 10x20 TSS/Return to
Sewer matrix with-200 user rates. The rate applied to a user’s monthly water usage depends on the
user’s TSS strength and percent return to sewer. Rates for Commercial/Industrial users that have TSS
strengths greater than 1,000 mg/l, are computed individually and adjusted for percent return to sewer.

Review of Revenue Requirements

The City’s principal sources of operating revenues are the sewer service charges from the City’s users
and the full cost recovery revenues from the PAs per their cost sharing agreements with the City. The
primary sources of capital revenues include sewer connection fees, capital fund balance, bord proceeds,
state and federal grants & loans, capacity fees from the City and the PAs, pay-as-you-gorevesues from
the PAs, and interest earnings.

The City estimates overall annual wastewater Operation and Maintenance (Q&M) expenditures in the
range of $173 - $198 million during FY 2001 through FY 2005. The City’s retail service area O&M
expenditures, which are the focus of this Study, are estimated to be in the range of $148 to $168
million. Existing debt service requirements during the study period include annual payments in the
range of §77 to $99 million. During the study period FY 2001 to FY 2005, the total wastewater Capital
Improvement Program (CIP) is estimated at nearly $618 million.

In order to meet projected revenue requirements and to maintain desired operating and debt service
reserve funds, the City proposed the following revenue adjustments, which were approved by the City
Council on October 16%, 2001:

MWWD-BH0280

Effective Date Increases
March 1, 2002 7.5 percent
March 1, 2003 7.5 percent
March 1, 2004 7.5 percent
March 1, 2005 7.5 percent
KX eiack & veaTeH ES-2
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Section 1 — Executive Summary

Issues Examined

This Study involved extensive participationof a Stakeholder Group (Group). The four major issues that
were examined and for which stakeholder input was obtained include: Compliance with SWRCB
regulatory requirements, classification of commercial/industrial users, allocation method used to
allocate costs to the wastswater parameters of flow, TSS and COD and rate structure alernatives.

Cost of Service

The total FY 2002 cost of service to be recovered from the City’s retail users is estimated at nearly $194
million, of which $130 million is operating costs and the remaining $64 million are capital costs.

The cost of service allocations conducted in this study are based on the functional-design method that
was approved by the PAs and SWRCB. The revenue requircments are allocated to the different user
classes proportionate to their use of the wastewater system. As mandated by SWRCB, allocations are
based on flows, TSS and COD parameters. The cost of service allocation performed for the City’s retail
service area users is consistent with the system-wide proportionate use approach uscd in allocating
revenuc requirements between the City and the PAs.

Rate Design

The rate structures designed in this Study incorporate the COD parameter as mandated by the SWRCB
and provide for a system of user charges that result in fair and equitable recovery of costs from the
various user classes.

STUDY RECOMMENDATIONS

This section of the Executive Summary outlines our recommendations. The proposed changes include
various aspects of the study including user classification, cost allocation, wastewater rate structures and

capacity fees.

Proposed User Classification

We recommend that the City continue its existing classification of SFR and MFR users. However, to
ensure compliance with SWRCB user classification requirements and to facilitate the incorporation
of COD into the rate structure, we recommend that changes be made to the existing
commercial/industrial user classifications.

The SWRCB user classification guidelines stipulate that costs must be allocated individually to large
commercial users discharging more than 25,000 gpd.  Therefore, we recommend that
commercial/industrial users with greater than 25,000 gpd of wastewater discharge be categorized as
large users and rates be individually calculated for these users. The City currently has nearly 150
large users.

Ed sLack & veaTeH ES-3
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Section 1 — Executive Summary

We recommend that the City’s commercial/industrialusers that discharge less than or equal to 25,000
gpd of wastewater flows be classified and billed for service using a user class matrix that is based on
TSS and COD wastewater parameters instead of the cumrent TSS/Return Factor parameters. We
recomnmend that the return to sewer percentage be directly applied to each user’s metered water
consumption (to estimate wastewater flows) during sewer bil} computations.

Cost Allocation

We recommend the continued use of the functional-design method in allocating costs to the
wastewater parameters of flows, TSS and COD and the allocation of costs to the user classm
proportionate to their use of the wastowater system.

Comparing revenues under the proposed rate structure and the current rate structure after the 7.5
percent revenue adjustment in March 2002, there is a small decliné in MFR annual revenues under
the proposed rate structure. Similarly, estimated FY 2002 SFR user revenues, as a percentage of
total user revenues, are about two percent lower under the proposed rate structure than under the
current rate structure. These decreases in residential revenues are offset by an increase in the
commercial/industrial user class revenues. This shift in user class revenue distribution between the
residential and commescial/industrial user classes is directly attributable to the introduction of the
COD parameter in the cost of service allocation process, and the fact that many
commercial/industrial businesses such as supermarkets, food processing and organic chemical
industries and restaurants have much higher COD strengths than residential users.

Rate Design

Black & Veatch recommends the continued use of a rate structure that includes both a fixed monthly
base fee and a variable water usage charge.

Base Fee: With respect to base fees, we recommend that the City establish a uniform monthly base
fee for all users instead of the existing method of varying base fees. Of the three base fee options
examined, as selected by the stakeholder group, we recommend maintaining the base fee under
$10.00 since a higher base fee would adversely impact users that have Jow water/sewer usage.
Therefore, we recommend a2 monthly base foc of $9.93 for FY 2002 for all users.

Residential Usage Rate: We recommend that the City continuc its existing method of computing bi-
monthly SFR wastewater charges, but with a usage cap of 14 hcf instead of the existing 10 hef cap.
Three different usage cap alternatives were examined and based on stakcholder group ioput, we
recommend a usage cap of 14 hef.  The mass balance analysis also indicates a need for a higher usage
cap. We recommend that the City continue its existing method of determining bi-monthly user charges
based on a 30-day average winiter water usage and continue to estimate MFR wastewater usage charges
based on monthly waterusage. Table ES-1 presents a summary of the Residential Rate Schedule.

Commercial/Industrial Usage Rate: For commercialfindustrial users that discharge less than 25,000
gpd of flows, we recommend that the City establish a two-dimensional rate matrix based on TSS and
COD strength ranges. The wastewater rates are computed for each TSS/COD strength range based on
the mid-point strenpth of the range. Table ES-2 presents the commercial/industrialrate matrix.
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Section 1 — Executive Summary

TABLE ES-1 SUMMARY OF RESIDENTIAL RATE SCHEDULE (FY 2002)

Usage

Description Rate
$/hef

SFR Usage Ratc ($/hef of Water) (1) $2.22
MFR Usage Rate ($/hef/W ater) $2.77

NOTE
(1) Rate based on a usage cap of 14 hef.

~ *

TABLEES-2 COMMERCIAL/INDUSTRIALUSER CLASS (< 25,000 GPD Discharge) FY 2002
TS TS TSS TS TS TS IS S IS TS

(%] 0100 ° 101200 201300 301400 401500 S01-600 601700 701800 801900  903-1000
0D 613 A B T D E T G H T J
0200 X L)V} I VY 1 TH VX3 kX0 B K/ >
201-400 BB 237 5258 nm 3.00 82
401-600 oC 252 2n 095 .16 5337
603-800 1)) 267 289 $3.10 31 L <Xv]
801-1000 EE 28 $83.M 525 846 $3.68
1001-1200  FF 298 3.1 841 <Y 1.6
1201-1400 GG 813 $335 8356 .77 5398
MOI-1600 HH $329 53.50 b <k 392 uuM
1601-1800 4 $344 065 31.87 $4.08 $429
1801-2000 R 1359 $3.81 Hne b vz 844
20032200 KK 175 $3.96 niz $438 $4.60

ROTE (1) The rate for each

Wastewater charges for Commercial/Industrial users discharging greater than 25,000 gpd of flows are
calculated individually based on cost of service unit rates. The cost of service mnit rates are as follows:
Flow - $2.1403 per hef, TSS - $0.3652 per Ib and COD - $0.1303 per Ib. ‘The total monthly charges arc
computed using these unit rates and include a monthly base fee of $9.93.

Rate Impact

* The main objective of this Study is to ensure a fair and equitable allocation of costs to all the user
classes in proportion to their demand for wastewater services. The combination of changes proposed,
including user reclassification, mtroduction of COD and the establishment of uniform base fee provide
for a fair and equitable allocation of costs among the City’s user classes.
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The cost of service analysis indicates that under the existing method where the allocations and rate
structures are based only on Flow and TSS parameters, some users have been paying less than their fair
sharc while others have been contributing more than their fair share. This study, which incorporates the
COD parameter in both the allocation of costs and in the design of rate structures, reassigns revenue
requirements among the various user classes so as to facilitate fair and equitable costrecovery.

The impacts discussed in this paragraph compare the March 2002 rates under the existing and proposed
rate structure, All SFR users will benefit under the new rate structure. The degree of benefit varies
depending on the winter water usage from 3 percent to 24 percent. MFR accounts with usage lower
than 67 hef per month will experience increases in their sewer service charges due to the impact of a
substantiaily higher base fee. Commercial/industrial user class revenue may increase or decrease
depending on discharge strength and volume. While the proposed changes lead to increases in
wastewater charges for some users and decreases for others, they ensure a fair and equitable allocation
that is proportionate to use. In addition, all aspects of the Study including identification and
aggregation of O&M and capital costs, classification of users, allocation of costs and the
development of rate structures conform o the revenue program guidelines set forth by the SWRCB.

Capacity Fees

Capacity (developer) fees are one-time fees used to recover some or all of the cost of providing the
system capacity required when a new user connects to the wastewater system. Examples of such costs
include those related to increasing transmission and treatment capacity in treatment plants, ocean
outfalls, interceptors, pumping statious, and sewer mains.

The City currently charges $2,500 per equivalent dwelling unit (EDU) or SFR. The minimum capacity
assigned to any sewer connection is one EDU. MFR units having individual, City-read water meters
are assigned one EDU per unit, while MFR units that share a common watcr meter are charged based
on a density-adjusted formula. Non residential customers are charged based upon the number of foxturc
units by using a conversion factor that equates 20 fixture units to one EDU.

The City has incurred major costs over the last ten years to upgrade facilities and will continue to incur
additional costs to comply with EPA mandates to meet discharge requirements. The growth-related
portion of these past and future costs of improvements and upgrades to the City’s facilities form the
basis of the calculated capacity fee. The capital costs the City bas incurred prior to 1997 (some of these
costs dated back to 1992 and before) and the future costs to be incurred over the next ten years were
reviewed. The projects associated with these capital costs were examined and the net capacity available
from these projects was determined in order to derive the capacity fee. These projects include sewer
mains, pumping stations, treatment plant upgrades, outfall costs etc. The resultant near-full-cost-
recovery capacity fee is $5,349 per EDU.

The City may also wish to consideradding an incremental amount fo recover the growth-related portion
of system infrastructure costs for facilities constructed prior to 1992. A very conservative engineering
estimate for these primary treatment, collection and disposal facilities would be $2 per gallon per day
(gpd). This adds another $560 to the calculated capacity fee, yiclding a full-cost-recoverycapacity fee
of $5,909 per EDU. .
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Implementation of the higher capacity fees discussed above results in additional capacity fee revenue of
$11.3 million to $13.5 million in FY 2003, depending on the option implemented. Since these
additional dollars would replace funds that would otherwise be supplied by current system users, a one-
time reduction in user fee revenue requirement of between 5.7 to 6.8 percent for all customer classes
could be provided in FY 2003. In summary, the Council-adopted FY 2003 ratc increase of 7.5 percent
would be offset by the rate reduction made possible by the higher capacity fees, resulting in a smaller
net rate increase of only 1.8 to 0.7 percent.
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Section 2
Introduction

BACKGROUND

The City retained Black & Veatch to conduct a comprehensive cost of service and rate design study to
establisha fair and equitable system of user charges for the City’s retail wastewater service. This report
documents the findings, analyses, results and recommendations of the Study.

The City owns and operates a regional wastewater system that provides wastewater collection,
conveyance and treatment services to the City and a number of Participating Agencies (PAs) outside the
City. The City operates the regional wastewater system under the federa! National Pollutant Discharge
Elimination System (NPDES) permit that stipulates standards of discharge. To comply with the
discharge standards and to meet other requirements of the Environmental Protection Agency’s (EPA)
Clean Water Act, the City had to undestake various capital project initiatives including the cnhancement
of existing wastewater treatment facilities and the construction of new tertiary wastewater reclamation
facilities. The City operates the wastewater system as 2 self-supporting enterprise and costs are
accounted for scparately under the wastewater enterprise fund.

To minimize the impact of the capital project initiatives on the users of the City and its PAs, the City
has been, and is financing its capital projects in part via a combination of federal loans and grants which
are administered by the State Water Resources Control Board (SWRCB). As a recipient of various
federal grants and state Joans, the City is obligated to comply with SWRCB’s Revenue Program
Guidelines. The guidelines require that recipients of state-administeredgrants and/or loans establish a
system of user charges that recovers operating and capital costs from users on a basis proportionate to
use. The guidelines specifically require a fair and equitable apportioning of costs based on each user
class’s contributions of flow and strength of wastewater pollutants discharged.

To comply with the revenue program guidelines, the City conducted a review of cost of service and
developed a strength-based billing method to allocate costs among the various PAs and the City. The
strength-based -billing procedure, which is based on flow and the strength parameters of Total
Suspended Solids (TSS) and Chemical Oxygen Demand (COD), was approved by the SWRCB in 1998.
The PAs are currently billed based on their contribution of flow, TSS and COD as per the terms
outlined in the service contracts between the City and the PAs.

However, the user charge system that is applied within the City’s municipal service area is presently
based only on Flow and TSS and does not include the COD parameter. Consistent with revenue
program requirements, SWRCB is mandating that the City modify its existing cost allocation basis and
include the COD parameter in its rate structure. Therefore, the City requested a comprehensive cost of
service study that includes a review of City’s projected revenue requirements, allocation of costs to
strength and flow parameters, development of unit costs and design of rate schedules for the various
user classes.
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Section 2 - Introduction

OBJECTYIVES

Several interrelated objectives need to be considered in the development of a financial plan and in the
design of rates. This being the case, judgement plays a role in the final design of rate structures and
rates. The major objectives of the study are:

*  Ensure Revenue Sufficiency to meet the operation and maintenance (O&M) and capital costs of the
City’s wastewater enterprise

*  Plan for Revenue Stability to provide for adequate operating and capital reserves and the overall
financial health of the wastewatere i

* Maintain good Financial Ratings by providing for a stable and reliable financial position so that

debt issuance can be achieved at the lowest cost

Ensure Fairness and Equitability in the development of a system of user charges

Minimize Rate Shock to reduce financial hardship on the different user classes

Enhance Public Understanding of the Rate-Setting Process through stakeholder participation

Ensure Compliance with regulatory requirements of the SWRCB

* o o o

SCOPE OF THE STUDY

The scope of this study involves the determination of Wastewater User Rates through a comprehensive
cost of service and rate design study, determination of Capacity Fees and obtaining the approval of the
SWRCB. While Uscr Rates facilitatothe generation of adequate revenues to meet routine annual O&M
and capital expenditures including debt service, Capacity Fees ensure that new users pay their fair share
of costs so that existing users are not burdened with providing capacity for new users.

The comprehensive cost of service and rate design component includes three major processes. Figure
~1 provides a graphical representation of the various steps involved in the comprehensive cost of
service and rate design process., The three major processesare as follows:

* Financial Planning: Revenue requirements are projected for a five-year period from FY 2002
through FY 2006, Financial planning involves estimation of annual O&M and capital
expenditures, annual debt service and reserve requircments, operating and capital revenue sources
and the determination of required annual user revenues from rates and charges. User classification,
annual user loadings estimation for the selected wastcwater parameters, and mass balance are also
performed concurently,

* Cost of Service: Cost of Service involves the apportioning of annual revenues required to the
different user classes proportionate to their contributions of flow, TSS and COD to the wastewater

system.

* Rate Design: Rate Design involves the development of a fixed and variable schedule of Tates for
each of the different user classes to equitably recover the costs attributable to them.

The Capacity Fee development component includes the determination of wastewater infrastructure
capacity and the associated costs required to accommodate ncw growth, and the design of one-time
capacity foes for the different classes of new users.
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FIGURE2-1 COST OF SERVICE/RATE DESIGN PROCESS

. .. Define.

. . - UsexClassesand .- -
Financial EstirateUser.Class -
Planning .. Loadingsof Flow,

-, TSSand COD
. STEP 2: [1hi
- i)
. STEP 3: : ‘ .~,.%. A el .
Cost of Service TR
STEP 4:

Rate Design | STEPS:

ASSUMPTIONS USED IN THE STUDY

Following are the assumptions used in the study:

1. Annual O&M and capital expenditures, annual revenues from the PAs, other revenue sources and
reserve requirements, O&M inflation factors and user account growth projections are all based
on the City’s Fiscal Year 2000 Rate Case,

2. Annual average wastewater system Flow and TSS/COD concentrations used in the Mass Balance
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Analysis are based on the Metropolitan Wastewater Department (MWWD)'s annual report on
projected flows and strength. The data used in the Study is from the Projected Flow and
Strength Report (FY 2000).

3. TSS strength assignment for the different user classes is based on the MWWD Sewer
Classification Program’s Standard Industrial Classification (SIC) Guidelines List.

4. COD strength assignment for the different commercial/industrial SIC classes is based on Black
& Veatch judgement, and past sampling study results data from Los Angeles County Sanitation
District (LACSD), City of Los Angeles (L4) and SWRCE Guidelines,

This Study report includes six sections besides the Executive Summary and the Introduction. Sections
3, 4 and 5 cover the financial planning phase, section 7 explains the cost of service and section 8
describes the rate design phase. A brief description of each section follows.

= Section 3 describes the regional wastewater system operated by the City under the auspices of
Metropolitan Wastewater Department (MWWD) and the relationship between the City and the
PAs. Cumentrates are included here.

= Section 4 describes the existing and proposed user classifications. In addition, this section
presents & discussion on wastewater flow estimation and strength assignment for the different
residential and commercial/industrialclasses, and on the mass balance analysis.

* Section § includes a discussion on wastewater system revenues and expenditures, capital program
financing including debt service, required annual revenue adjustments and the determination of
annaual revenues required from user rates.

*  Section 6 identifics the major issues that are addressed in this Study and presents a discussion on
cach of the different issnes. This section also provides a briefdescription of the stakeholder group
involvementand their contributionsto the Study.

® Section 7 includes a detailed discussion on the allocation of costs to wastewater parameters,
determination of projected user class loadings and the determination of unit costs.

* Section 8 presents a discussion on the proposed rate structure. This section also includes a
detailed discussion on the mexits of the proposed rate structure and the expected impact on the
differentuser classes.

* Section 9 describes the methodology used in determining capacity fees for a single family
residence. .
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Section 3
Wastewater System

This section of the report presents a brief overview of the regional system, the relationship between the
City and its PAs that discharge to the regional system and the City’s existing retail rate structures.

REGIONAL WASTEWATERSYSTEM

A brief description of the City’s regional wastewater system and the relationship between the City and
the PAs that dischargeto the regional system is presented in this sub section.

Regional System Infrastructure

The City-owned regional wastewater system includes both the Muni System and the Metro System.
The Muni system is primarily a Sewage collection systcm that serves the City's service area and
includes trunk lines, collector mains, pump stations and stormwater interceptor pump stations. The
Muni system also includes the San Pasqual Water Reclamation Plant, which has a production capacity
of 1 mgd of reclaimed water,

The Metro system infrastructure currently includes two wastewater treatment plants that are
operational, one wastewater treatment plant that is under construction, two ocean outfalls, a biosolids
processing center, two major pump stations and several miles of force mains and gravity flow
interooptors. A brief description of some of the major Metro Systern facilities is provided below.

Point Loma Wastewater Treatment Plant (PLWTP): The PLWTP is the principal treatment facility in
the Metro system, with a permitted treatment capacity of 240 mgd of average daily flow. The PLWTP
provides advanced primary treatment. The plant currently achieves a TSS removal rate of nearly 85-87
percent through the use of enhanced chemical treatment and Bio-Chemical Oxygen Demand (BOD)
removal of 58 percent. In the future, PLWTP is to receive raw solids from the South Bay Water

Reclamation Facility (SBWRF) when it becomes operational.

North City Water Reclamation Plant (NCWRP): The NCWRP provides tertiary treatment and bas a
permitted capacity of 30 mgd of average daily flow and produces about 3.3 mgd of reclaimed water.
The non-usable effluent from this plant is conveyed to the PLWTP and the solids from NCWRP are
processed at the Metropolitan Biosolids Center (MBC). The City was required to construct the
NCWRP and the SBWRF as a condition of EPA’s waiver from secondary treatment at PLWTP.

Point Loma Plant Ocean Outfall (PLOO): The Point Loma Plant Ocean Outfall is a 4.5 mile long
outfall that discharges treated sewage effluent at a depth of 320 feet of water. Currently, all of the
treated effluent from the regional system is discharged through this outfall.

Metropolitan Biosolids Center (MBC): The MBC provides state of the art sludge processing. The
facility receives raw sludge from NCWRP and digested sludge from PLWTP and after processing
returns the centrate to PLWTP.
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The PLWTP, NCWRP, SBWRF (that is under construction), the South Bay Ocean Outfall, and MBC
are all parts of an intcgrated regional system. Due to the complex exchange of effluents, solids and
centrates, sharing of one common outfall and receipt of flows from the participating agencies, the
Memro System is viewed and operated as “a regional system” from a pemmitting, regulatory
compliance and operational efficiency standpoint. The City as the owner and operator of a regional
system holds a NPDES permit that stipulates discharge limitations. Curvently, as per the NPDES
permit requirements, a Mean Monthly TSS Removal percentage greater than or equal to 80%, and a
Mean Annual BOD Removal percentage greater than or equal to 58% apply to the undiluted effluent
discharged through the PLOO. The percentage removal rates are calculated on a system-wide basis.

Relationship between the City and Participating Agencies

The Metro system provides “wholesale” treatment services inclhuding some conveyance, treatment and
sludge disposal operations to the City and 15 PAs that arc outside the City’s jurisdiction. Services to
the PAs are provided pursuant to the terms of the Regional Wastewater Disposal Agreement, which
expires on December 31, 2050. The PAs and the City are responsible for sewage collection operations
within their own respective jurisdiction, and for the conveyance of the collected sewage through trunk
lines to the Metro system. Some of the key provisions of the Regional Wastewater Disposal Agreement
are as follows:

= The City has full ownership and rights of operation of the Metro system.

= The PAs pay for the services through a system of Sewer System Charges, Existing Capacity
Charges and New Contract Capacity Charges. The Sewer System Charge is an annual full cost
recovery - based calculation which takes into considerationboth the flow and strength of the
wastewater conveyed to the Metro system.

* The PAs’ share of facilities expansion costs is determined based on the proporaon of flows
received and strength of the flows.

* The PAs’ share of Metro O&M costs are based on their proportionate flow into the Metro system
and the strength of their wastewater.

* The City determinesthe Sewer System Charge unit rates by allocating net O&M and capital costs
among parameters of Flow, COD and TSS based on the approved Functional-DesignMethodology
of allocation.

EXISTING RATE STRUCTURE

The City’s existing wastewater rate structures for the SFR, MFR and Commercial/Industrial user
classes include a fixed Base Fee and a Usage Rate. While the base fee is charged to each water meter,
the usage rate is applied to a user’s water usage. The City’s existing rates for the various user classes
are included in npcHEnettR

Base Fee

In the existing rate structure the base fee varies by user class. The MFR and commercialindustrial
users have the same monthly base fee of $0.51 per meter. SFR users have a much higher monthly base
fee of $8.77. Thesc fees were effectiveas of March 1, 2001.
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Usage Rate

The usage rate for all user classes is based on the volume of wastewater flow and the strength of TSS.
The existing rate structure does not bill for the organic content (COD) of wastewater. The usage rate
varies by user class. The usage rates for SFR, MFR and Commercial/Industrial user classes are
discussed below.

STR Usage Rate: The current SFR usage rate effective as of July 1, 2001 is $3.0481 per hef of water
usage. This usage rate is established based on a 100 percent retum of annualized winter water usage
and a TSS strength of 275 mg/l. SFR users are billed based on a computed 30-day average winter
month water usage. The 30-day average winter months’ water usage is set on July 1 of each year, based
upon the SFR user’s average water consumption during the previous winter months of December
through March. Once an SFR user’s monthly sewer charge is established, it remains in effect until the
beginning of the next fiscal year,

In the existing rate structure, the 30-day average winter water usage that is used to establish bi-monthly
sewer charges is capped at 10 hof to compensate for landscape irrigation usage which occurs even
during winter. This means that if a user’s 30-day average winter water usage exceeds 10 hef, then the
usage rate is applied only to the first 10 hef of consumption, and the usage in cxcess of 10 hef is not
billed. New users who do not have a winter water usage history pay a flat bi-monthly charge until their
winter water usage is established. i .

Under the existing rate structure the maximum bi-monthly sewer charge including base fee that a SFR
user can be charged is $78.50.

MFR Usage Rate: The current MFR usage rate effective as of March 1, 2001 is $2.71 per hef of water
usage. This usage rate is applied to MFR uscr’s actual monthly water usage. The usage rate is
established based on a 95 percent return to sewer and a TSS strength of 275 mg/L. Return to sewer is
the percentage of water usage that is returned to sewer as wastcwater,

Commercial/Industrial Usage Rate: The current Commercial/industrial usage ratcs are based on
percent of water returned to sewer and the strength of TSS. Commercial/industrialusers are classified
based on Standard Industrial Classification (SIC) code and are assigned TSS strengths and percent
return to scwer that are characteristic of their type of business. The existing rate schedule is in the form
of a 10x20 TSS/Returnto Sower matrix with 200 user rates. The rate applied to a user’s monthly water
usage depends on the user’s TSS strength and percent return to sewer. The commercial /industrial user
matrix is included in BaRGy 3

Rates for Commercial/Industrialusers that have TSS strengths greater than 1,000 mg/l, are computed
individuallyand adjusted for percent return to sewer. Rates are computed on the basis of $2.100 per hef
of flow, and $0.272 per 100 mg/l of TSS.

While there are exceptions, most of the City’s users are billed bi-monthly on a combined water and
sewer bill
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Section 4
User Classification and Loadings

One of the major tasks in the cost of service and rate design process is the classification of the users of
the wastewater system and the determination of annual flows and wastewater Joadings (TSS, COD and
other wastewater constituents) associated with each class. The existing and proposed classification of
the City’s users, the estimation of wastewater flows and loadings for each of the proposed user classes
and the mass balance analysis are discussed in this section of the report.

SEWER USER CLASSIFICATION

In addition to the 15 PAs, who are the City’s “wholesale” users, the City's wastewater enterprisc has a
mix of “retsil” users within the City’s service area. The City's retail users primarily comprise regular
water/sewer, sewer only and the Department of Navy users, Since the focus of this Study is the City’s
retail users, discussions on sewer user classification relates exclusively to the users within the City’s
service area and henceforth these users are referred in this report as “City’s Users”. A review of the
City’s existing user classifications, and the proposed changes to the classificationsare discussed in the
following subsections.

Existing City User Classifications

The City currently serves a population of nearly 1.28 million within the City’s service area. As per FY
2000 estimate the City has a total of 259,340 scwer accounts. The breakdown of the City’s sewer user
classes and the number of accounts associated with each class as of FY 2000, are as follows:

User Class Description Number of Accounts

Single Family Residential (SFR) 214,860
Maultiple Family Residential (MFR) 29,140
Commercial/Industrial 15,340

The percentage distribution of the accounts is shown in Figure 4-1. Residential accounts comprise 94%
of the total sewer user accounts serviced.

Residential Classification: The City’s residential users are classified into SFR and MFR classes. The
residential classes arc homogenous in that all the users have the same TSS and COD strengths.
However, the volume of flows can vary among the users depending on water usage. The residential
users are classified into SFR and MFR since they differ in their water usage characteristics. SFR water
usage includes significant irrigation usage whereas MFR water usage includes very low irrigation
usage.

Commercial/IndustrialClassification: Typically, there is significant variability in both the volume of
wastewater flows and wastewater strengths, among the different typos of commercial/industrialusers
such as food service establishments, retail stores, and supermarkets.- Thercfore, to ensure fair and
equitable determination of wastewater service charges, the City has developed a commercial/industrial
user class matrix based on the two variables of TSS concentration and percent return fo sewer.
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Commercial/Industrialusers with a TSS concentration of greater than 1,000 milligrams per liter (mg/l)
arc considered as large users and as mentioned in Section 3, their rates are computed individually. The
commercial/industrialuser classificationis discussed further in Section 6.

FIGURE 4-1 - DISTRIBUTION OF SEWER USER ACCOUNTS
(FISCAL YEAR 1999.2000)

3 Single Family Residential (SFR) 1 Multiple Family Residential (MFR)
Commerclal/industrial (CA1)

Proposed User Classifications

Black & Veatch recommends that the City’s users be grouped into four broad user classes: SFR, MFR,
Commercial/Industrial with [ 25,000 gpd discharge, and Commercial/Industrial with > 25,000 gpd
discharge. No changes are proposed for the City’s SFR and MFR classes. However, we propose
changes to the City’s Commercial/Industrial user classification in order to be consistent with the
SWRCB user classification guidelines and to accommodate the required incorporation of COD
parameter in the proposed rate structure.

Commercial/IndustrialClassification: In the proposed user classification, the City’s
commercial/industrialusers are classified into two groups:

* Commercial/Industrialusers that discharge greater than 25,000 gpd of wastewater flows
*  Commercial/Industrialusers that discharge less than or equal to 25,000 gpd of flows.

The classification of commercial/industrialusers with greater than 25,000 gpd of wastewater discharge
is consistent with the SWRCB user classification guidelines. The guidelines stipulate that costs must
be allocated individually to Jarge commercial users discharging more than 25,000 gpd.

X 61 Ack & vEaTCH 42

MWWD-BH0304 -

6-30-05 COS SEC Subpoena



Section 4 — Sewer User Classification and Loadings

In the proposed user classification scheme, the City’s commercial/industrialusers, other than the large
commercial users, are further classificd using a user class matrix that is based on TSS and COD
wastewater parameters instead of the current TSS/Return to Sewer variables. The retum to sewer
percentage in the proposed classification would be directly applied to each user's metered water
consumption (to estimate wastewater flows) during sewer bill computations.

WASTEWATERFLOW ESTIMATION

In order to perform a cost of service analysis, wastewater flow needs to be estimated and projected for
each user class. Wastewater flow is not measured for a vast majority of users because of cost and/or
technology concerns. Typically, flows are estimated based on winter water usage for SFR users and as a
percentage return of water usage for MFR and most Commercial/Industrialusers. Actual wastewater
fiow is measured for only a few commercial/findustrialusers.

Residential Class

Black & Veatch reviewed the methods that the City currently uses to estimate annual wastewater flows
for the residential class. The City currently uses annualized winter water usage with a usage cap of 10
hef to estimate wastewater flows for the SFR users and actval monthly water usage to estimate
wastewater flows for the MFR users. The methods used in estimating wastewater flows differ between
SFR and MFR users due to the differences in their water consumption patterns.

SFR Wastewater Flow Estimation: SFR water consumption includes two types of water usage:
domestic use (water used inside the bome) and irrigation use (water used in the yard). While the leve!
of domestic water usage is expected to remain fairly stable thronghout the year, fluctuation in irrigation
usage could occur due to seasonal changes, which in turn causes significant variations in water usage
during the year. Irrigation usage is at its minimum levels during the winter period and therefore the
water used during the winter period can be associated with domestic usage. Typically, domestic water
retinrns to the sewer system and isrigation water does not. Therefore, for SFR users it is appropriate to
use annualized winfer water usage as a direct approximationof annual wastewater flows returned to the
sewer. The four-month period from December through March is deemed as the SFR winter water usage

period.

In San Diego, weather conditions arc moderately dry even during winter months, which would result in
some leve] of irrigation water use even during the winter period. To account for winter irrigation usage
that does not return to the sewer, the City currently has set a usage cap of 10 hef per month in
estimating and billing annual SFR wastewater flows. The usage cap limits the level of water
consumption that is included in sewer billing. Any water usage beyond the usage cap level is deemed
as not being returned to the sewer and hence is not included in sewer billing. Black & Veatch
performed an analysis that indicates a need for a higher usage cap than the current 10 hef level. Based
on that analysis and fecdback obtained from the stakeholder group, we propose a SFR usage cap of 14
hefinstead of the current 10 hef. The issue of SFR usage cap is discussed in greater detail in Section 6.

MFR Wastewater Flow Estimation: MFR water consumption relates predominantly to domestic use
with very little or no irrigation use since most MFR complexes have small green areas. MFR
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Section 4 — Sewer User Classificationand Loadings

complexes with very large green belts are likely to bave separate irrigation water meters. Therefore,
MFR water usage levels remain relatively stable throughout the year and it is appropriateto vse actual
monthly water usage in estimating wastewater flows. However, MFR complexes do have some
minimum irrigation usage, which does not return to the sewer, and therefore generally the City
estimates MFR annual wastewater flows to be 95 percent of their annual water usage.

Commercial Class

Wastewater flows for the commercial/industrial users are estimated based on actual monthly water
consumption. ~ Water usage patterns vary significantly among the different types of
commercial/industrialbusinesses and therefore the City typically assigns to each user a percentreturn to
sewer. Users whose return to sewer varies significantly from what has been assigned can take
advantage of an appeals process to have the return to sewer factor and usage rate reduced. .

TSS/COD STRENGTH ASSIGNMENT

The City’s existing sewer user classification and rate structures are based on wastewater flows and
TSS concentrations. The City cwmently assigns TSS strengths to the different classes of
commercial/industrial users based on SIC codes. The City’s Sewer Classification Program Industrial
Classification Guidelines List is included as Biuene . No changes were made to the existing TSS _
assignments.

Since the proposed rate structure needs fo include the COD parameter, Black & Veatch assigned COD
strengths based on SIC codes to the different types of commercial/industrialusers. A list of SIC codes
with the corresponding propased TSS and COD strengths is included in Appendix 4-2. The COD
assigned to the different SIC codes is based on past sampling studics data from the Los Angeles County
Sanitation District (LACSD), City of Los Angeles (LA) and SWRCB guidelines. BOD data was
obtained from these sources and was then convertedto COD strengths by applying a conversion factor
of 2.

MASS BALANCE ANALYSIS

Black & Veatch used the historical FY 1999 water consumption as the base data to estimate annual
wastewater flows and TSS/COD loadings for all user classes. The use of reliable data is critical
since these historical flows and loadings are used to project future user class annual flows and
strength loadings. Projected flows and loadings arc later used in the cost of service analysis (to
derive the unit costs of service and user class costs). A mass balance analysis is usually performed to
verify the appropriateness of the estimated flows and loadings.

Mass balance is the process of matching and reconciling calculated total annual flows and strength
loadings in pounds with the quantities actually received at the treatment facilities. The mass balance
analysis takes into consideration other non-user flows such as the infiltration & inflow (I&I) flows
that get into the sewer system. 1&1 flows refers to water other than wastewater that enters a sewer
system from other sources including cracked sewer mains, manholes and sewer vents. Variances
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Section 4 - Sewer User Classification and Loadings

between the actual flows and loadings reccived at the treatment facilities and the calculated historical
flows and joadings are usually reconciled against the SFR flows -and loadings since the flows and
loadings from that user class can be compared against industry standards.

The City’s share of total annual average flows including 1&1 flows for FY 1999 is estimated at 119 mgd
of which 2 mgd is the estimated 1&I flow. When the calculated annual City flow and Joadings were
compared with the actual City share (net of 1&I) received at the treatment facilities, the analysis
indicateda 3.7 percent variance. The calculated flows were higher than the actual City’s share of flows
received.

The City’s measured annual average TSS and COD strengths are 269 mg/l and 610 mg/l respectively.
The mass balance analysis on loadings indicated that caloulated TSS was 1.2% higher than measured
TSS. The calculated COD was 7.3% higher than measured COD.

Black & Veatch adjusted the City's average annual SFR flow estimate from 55 mgd to 50.5 mgd.
Similarly, the City’s SFR TSS strength estimate was reduced from 275 mg/l to 265 mg/l and the SFR
COD estimate was reduced from 550 mg/l to 450 mg/l. With these adjustments to the historical SFR
estimates of flows and loadings, Black & Veatch was able to reconcile the variances and achieve a
reliable mass balance as presented in the mass balance swnmary in Table 4-1.

TABLE 4-1 MASS BALANCE ANALYSIS SUMMARY

“WASTEWATER TSS TOD

DESCRIFPTION FLOW LOADINGS LOADINGS
[ Total Calculated City User Flows (HCF/Year) 58,947,931 98,975,653 226,185,43
City User Flows not discharged to City Facilities 1,854,278 3,104,061 6,208,
et Calculated City Flows (HCF/Year) (1) ST.093653 95,871,592 21997131
City's Actual 1999 Flows into the piant (HCF/Yesr) 58,068,182 96,846,114 219,613,
City's Estimated 1999 181 (HCF/YR) 975,93 544,572 726,
ICity’s Actual 1999 Loadings net of 184 Flows (HCF/YR) 57,092,246 96.301,542 213,887.7
'VARIANCE ANALYSIS OF ANNUALFLOWS AND LOADINGS
Variance between actual and calculated (HCF/YR or LBS/YR) 1,406 -429,950 1,089,54.
Variance between actual and calculated (v0) 0.0025% -0.45% 050

(1) Mass Balance perfomed based on caloutated annual westewater flow gencration of all user classes.

ANNUAL WASTEWATER FLOWS AND LOADINGS PROJECTION

Annual wastewater flows and TSS/COD Joadings need to be projected for cach user class to determine
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Section 4 — Sewer User Classificationand Loadings

each user class’ cost of service and sewer rates. A brief discussion on the method used in estimating
user class flows and loadings for FY 2002 follows. User class flows and loadings are projected for the
fiscal ycar, for which cost of service allocations are made and rates are calculated. In this Study, costof
service analysis and rate design is performed for FY 2002.

Table 4-2, summarizes the historical and projected average number of customer accounts and annual
wastewater flows for FY 2001 to FY 2005. The projection of customer accounts shown in Table 4-2, is
based upon the assumption that annual growth for most of the City’s user classes will continue at the
rate of one and one-half percent and there will be no increases in the governmentusers.

TABLE4-2 HISTORICALAND PROJECTEDNUMBER OF ACCOUNTS

# Accounts
Growth FY FY FY FY FY FY FY
User Qass Description Rate 1999 2000 2001 2002 2003 2004 2005
| Welex/Sewer - SFIC BT NS v R v R N (U X7 S Y ]
Watew/Sewer - MER 28459 28885 29319 29759 30205 30658
Wﬂd&v\u-aumﬁdl!n(hmial 13,917 14,125 14337 14552 14,770 14992
JSewer Only - SFR. 7,37 7,853 oM 309N 82 3335
Sewer Only - MFR. 310 3 31 v kv 33U
Sewer Ondy - Commercial/industrial 288 293 297 30 306 3u
Gov/Mil - SFR 458 458 458 458 458 458
Gov/Mil - MER n n k773 n n kv
Gow/MB1 - Commercial/Industnal 988 988 988 988 988 988
Water/Sewer Very Large Users (Conilod) m 13 s 117 19 2
Govt /MAL Vory Lavge Users 35 35 35 35 35 35
Total 2555351 259340 26322 267,123 27103 215082 219243
The wastewater flows and loadings for FY 2002 for each user class are estimated based on the projectcd
increase in the number of accounts and the current annual wastewater flow and loadings. Wastewater
flows are projected to increase proportionately with growth. A summary of projected estimates of user
class wastewater flows and loadings is shown in Table 4-3.
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TABLE 4-3 PROJECTED FY 2002 WASTEWATERFLOWS AND LOADINGS

~ Arnual Annaal Annual |

User Class Description Wastewaster T8S CcOoD
Flows Loadings Loadings
FY 2002 FY 2002 FY 2002

(HCF) (LBS) (LBS)
Singlc Family Residential 24,955,925 41,006,578 69,915,241
HMulﬁplc Family Residential 18,116,067 29,576,749 50,753,048
Commercial/ndustrial (< 25,000 gpd discharge) | 9,654,784 | 19,410,018 | 48,374,123
Commercial/Industrial (> 25,000 gpd discharge) 6,782,952 9,980,078 60,297,945
Total 59,509,728 99,973,423 | 229,340,357
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Section 5
Revenue Requirements

A review of a utility’s revenue requirements is a key first step in the rate design process. The review
involves an analysis of annual operating revenues under existing rates, capital revenues, O&M and
capital expenditures, transfers if any between operating and capital funds, and operating and capital
reserve requirements. This section of the report provides a discussion of the projected revenues, O&M
and capital expenditures, capital improvement financing plan, debt service requirements, and the
revenue adjustments required 1o ensure the financial stability of the wastewater enterprise. The
Wastewater system revenues and expenditures are discussed from a regional system perspectiveand the
discussion on required revenue adjustmentsrelates exclusively to the City’s users.

SYSTEM REVENUES

The City’s Metropolitan Wastcwater Department (MWWD) operates the regional wastewater system.
The City derives its required annual operating and capital revenues from a number of sources. The
principal sources of operating revenues are the sewer service charges from the City’s users and the full
cost recovery revenues from the PAs per their cost sharing agreement with the City. Other revenue
sources inciude miscellaneous operating revenues such as Shipboard Waste and Trucked Waste
Revenues and other non-operating revenues including revenue transfers from the rate stabilization fund.
Capital revenue sources include sewer connection fees, capital funds, bond proceeds, state and federal
grants & loans, capacity fees from the City and the PAs, pay-as-you-go revenues from the PAs, and
interestearnings.

Black & Veatch reviewed the various sources of operating and capital revenues and the City’s financing
plan. Table 5-1 presents the details of the operating and capital related revenues including the City and
PA user and capital revenues.  The footnotes explain the basis for the revenue projections during the
study period. The table however does not reflect other available revenues such as interest earnings, rate
stabilization transfers, bond proceeds and capital grant monies. The comprehensive operating and
capital flow of funds statements presented at the end of this section incindes all those other revenues.

SYSTEM EXPENDITURES

To provide for the continued operation of the City’s regional wastowater system on a sound financial
basis, the revenues generated must be sufficient to meet the revenue requirements or cash obligationsof
the system. Revenue requirements inchide O&M expenscs, capital improvement program (CIP)
expenditures, principal and interest payments on existing debt, and other obligations. The wastewater
enterprise’s annual expenditures include two major components: the Muni and the Mctro. Muni relates
essentially to the collection system in the City’s own retail service area and Metro relates to treatment
and disposal services shared both by the City and the PAs.

The City’s Financing Services Division annually receives O&M and capital expenditures information
for the Metro component from MWWD. Financing Services incorporates these costs with the Muni
anpual O&M and CIP expendituresand develops comprehensive O&M and CIP cost projections for the
entire wastewater enterpriseas part of its annual “Rate Case” development.
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Section § — Revenue Requirements

'I;ABLE 5-1 DETAILS OF PROJECTED OPERATING AND CAPITAL REVENUES

2000 2001 2002 2003 2004 2005

s H s H $ $

jOtber City Operating Revenues

Treaunent Plaot Services Other (3)
Treatment of Tijeana Sewage (4)

O&M Muni (3)

Transpostation Chacges Muni (5)

Total Other Muni Operating Revenues

Other Non-Operating Revennes
Sarvices Readered to Others (5)

Sale of Powcr from Co-Generation (5)
Other Revenues (6)

Total Non-Operating Revenues

Capital Related Revenucs

New Sewer Connections - City (7)
Capacity Charge Revenues - City (8)
Contributions in Aid - SRF (9)
Contributions in Aid from City Entities (10)

67,697,000 72,296,000 73,380,000 74,431,000 75,598,000 76,732,000
95,803,000 104,252,000 106,858,000 103,461,000 110,088,000 111,739,000

5,538,000 T80,238,000 181,542,000 T¥3, 685,000 TER 371K

22273,000 24,554,000 26,004,000 26,876,000 28,408,000 29,638,000
601,000 631,000 631,000 631,000 631,000 631,000

812,000 844,000 §78,000 913,000 950,000 988,000
760,900 402,000 0 [ 0 0

755,000 694,000 722,000 751,000 781,000 812,000
210,000 210,000 211,000 211,000 212,000 213,000
237, & >, L

v

1,556,000 1,618,000 1,683,000 1,750,000 1,820,000 1,893,000
589,000 613,000 638,000 664,000 691,000 719,000
224,000 224.000 224,000 224,000 224,000 224,000

() s ¥ > s

110,000 111,000 112,000 113,000 114,000 115,000
$,535.000 8963,000 9,409,000 9,831,000 10375000 10,393,000
27,402,000 31,684,000 7,923,000 (4] 0 0

598,000 1,630,000 3,631,000 3271000 3,191,000 3,091,000

Pay-Go Reveaucs from PA's (1) 2,138,000  5772,000 5498000 4,901,000 4,674,000 7,404,000
Capacity Charge Revenues - PA's 1,198,000  1L198,000 1,198,000 1,198,000

[ Total Capital Related Revenues 39,981,000 49358000 27,771,000 19,364,000 18,354,000 21,503,000
ITotal System Reveaues (12) 231,261,000 255,696,000 239,000,000 234,326,000 237,757,000 245,092,000
NOTE

(1) Bascd on a rovenue growth rate of 1.5% for SFR, MFR and commercial/industrial users beginning FY 02.
(2) Operating revenues equal the operating expenditures allocated to the PA's and projecicd reveaucs arc shown.
()YFY 99-0) figures provided by Metro; Beyond FY 01 projected at the inflation rate of 4%.

(4) Assumes no sewage flows fiom Tijuans beyond FY 01 and qucatly 1o & s beyond FY O1.

{5) Projected year figures sre based on an inflmion raw of 4%.

(6) Pigurcs arc estimated to remain constant as per Metro.

{7) Muni's new sewer connections

(8) FY 00 figure based on a S-yr rolling average estimate of EDUs,

{9) Based on SRF loans alycady approved.
{10) Figurcs provided by Metro.

{11) Based on Metro Allocations/Rate Cuse Caloulations.

20 bl

(12) Excludes interest caming, bond proceed

prior and b
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Section 5 -~ Revenue Requirements

The City maintains three types of O&M and CIP funds for the wastewater enterprise: Muni Fund
(41506) for the Muni component and, Metro Existing Facilitics Fund (41508) and Metro New
Construction Fund (41509) for the Metro component. Figure 5-1 provides a graphical representation of
the different components and the relationship between them. Discussions on the different components
of the wastewater system expenditures follow.

FIGURE5-1 COMPONENTS OF THE WASTEWATERSYSTEM EXPEIVDm

City'sShareof .. Citys
- MetroO&M | . Total Anuoval
and . ¢ " Wastewater -
Expenditures - . -

umé'l] 509 Expéadituges -
Operation and Maintenanc 508& o ) :

O&M expenditures include the cost of operating and maintaining wastewater collection, conveyance,
treatment, and shudge disposal facilities. O&M Expenses also include costs incurred in providing
technical services including laboratory services, cogeneration services, and other administrative and
general costs of the wastewater system. These costs arc a continuing normal obligation of the system,
and are met from operating revenues as they are incurred.

The City is exclusively responsible for the Muni Fund 41506 annnal O&M costs as they relate to the
City’s own retail service area. These Muni O&M expenditures include City’s pumping and collection
costs, treatment costs associated with the San Pasqual Facility, laboratory and other City's wastewater
rclated administrative costs.  Metro 41508 and 41509 O&M costs relate to the regional system
operations shared by both the City and the PAs.  Accordingly, the annual O&M costs of the Metro
Funds 41508 and 41509 arc allocated between the City and the PAs. These Metro annual O&M costs

" include:

*  Metro pumping

= Metro treatment at PLWTP, NCWRP, MBC and minimum O&M costs associated with the
SBWREF that is under construction

= Technical Services including WastewaterChemlstryand Biology/Ocean Operations

= Cogeneration

* Administrative and general costs including other City department scrvices, data processing,
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Section 5 — Revenue Requirements

geueral accounting and clean water program administration

Black & Veatch reviewed MWWD's allocation of annual Metro O&M expenditures between the City
and the PAs. In deriving the annual Metro O&M costs allocable to the PAs, MWWD first identifics the
billable and non-billable O&M costs. Non-billable costs inchude costs associated with central support
facilities and maintenance and these costs are the exclusive responsibility of the City. Billable 0O&M is
that portion of Metro annual O&M costs that is shared between the City and the PAs.

In order to allocate billable costs between the City and the PAs, MWWD first allocates the total billable
O&M coststo the three parameters of Flow, TSS and COD. The allocation, which is discussed in detail
in Section 6, is based on a technical aliocation study conducted in 1998. The parameter costs are in tun
allocated between the City and the PAs in proportion to their contributions of Flow, TSS and COD,
These costs allocated to the City are the basis of the City’s budget.

“The comprehensive forecasted annual O&M cxpenditures for the study are based uwpon the City's

budgeted FY 2000 expenditures, adjusted for anticipated changes in operations and the effect of
inflation in future years. The City conservatively uses an inflationary factor of four percent in
projecting all O&M expenditures. The City's projections of annual regional wastewater O&M
expenditures are in the range of $173 - $198 million during FY 2001 through FY 2005. Table 5-2
presents the comprehensive annual O&M costs. As of FY 2001, O&M expenditures of Metro Funds
41508 and 41509 have been merged into one. Hence the amounts in Metro Existing (41508) non-
billable and billable line items are indicated as zero for FY 2001 through FY 2005, and the amounts are
included in the Metro fund 41509 projections in Table 5.2,

The City’s annual O&M expenditures, which include its own service area related Muni expenditures
and its share of Metro annual O&M are presented in Table 5-3. The City’s retail service area O&M
expenditures, which are the focus of this Study, are estimated to be in the range of $148 to $168 million
during FY 2001 through FY 2005,

Wastewater Capital Improvement Program

The City has developed a comprehensive wastewater CIP to address both the Muni and Mctro waste-
water system needs. The Muni system CIP projects generally include rehabilitation or replacement of
sewer trunk lines and interceptors, upgrade or expansion of pump stations and San Pasqual Facility
related projects. The Metro CIP projects include:;

* PLWTPsite improvements,plant upgrades and outfall upgrades
* NCWRP effluent pipelines, sludge processing, cogeneration

» SBWRF plant, sludge processing, and conveyance

=  South Bay occan outfall

»  MBC sludge processing

= Metro Operations Center and other Metro projects
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TABLE 5-2 PROJECTED REGIONAL WASTEWATER O&M EXPENDITURES

Projected (Calculatcd)
3 3 s 3 s
[CITY OF SANDIEGD
Collection
0&M (Non-Contract Metro) Pumping 3,496,617 3,539,617 3,582,617 3627617 3672617
Wastewater Collection 47,701,000  46201,000  45051,000 44,877,000 44,877,000
[Total Collection 51,197,617 49,740,617  48,633617 48504617 48549617
 Total Collection (Inflated) 53245522  53,799451 54706205 36743541 39,068,032
Treatment
San Pasqual Water Reclarnation Plant 3,013,383 3013383  3,013383 3013383  3,013383
- ITotal Treatment 3,013,383 3,013,383 3013383 3013383  3,013383
Total Treatment (Inflated) 3,133,918 3259275 3389646 3525232 3666241
{Laboratery
JEnvironmental Monitoring & Tech Sves. 4,955,516 4696516 4696516 4696516  4,696516
Total Laboratory 4,955,516 4,696,516 4,696,516 4696516 4,696,516
[ Total Laboratoty (Inflated) 5,153,737 5079752 5282942 5494259 5714030
Administration & General
[Non-Activity Relsted Items (Environmental Svcs.) 706,484 706,484 706,434 706,484 706,434
Other Bxpenditures 462,000 462,000 462,000 462,000 462,000
: Total Administration & Gencral 3,168,484 1,168,484 1,168,484 1,168,484 1,168,434
. Total Administration & General (nflated) 1,215,223 1,263,832 1,314,386 1,366,961 1,421,639
City's Share of Metro O&M Expenditures
From Metro Existing (41508) - Nou-Billable O&M 0 0 0 0 0
From Metro Existing (41508) - Billable O&M (1 0 0 0 ¢
Fram Metro New (41509) - Non-Billable O&M 24,775,000 25626000  26,526000 22,905,000 24,005,000
From Metro New (41509) - Billable O&M 61067000 64289000 67,073,000 71,021,000 74,469,000
Total City's Share of Metro O8M Costs 85842000 89915000 93,599,000 93,926,000 93,474,000
Subtotdl: City's 0&M Expenditures 148,500,400 153317310 158292179  161,055993 163,343,942
PARTICIPATING AGENCIES
From Metro Existing (41508) - Billable O&M 0 0 0 0 0
From MetroNew (41509) - Billable O8:M 24,554,000 26,004,000 26876000 28,408,000 29,638,000
Subtotal: PAs Share of O&M 24554000 26,004,000 26876000 25,408,000 29,638,000
TOTAL REGIONAL ANNUAL O&M 173,144,400 179321310 185168179 189,463,993 197,981,942
‘ K 51ack & vEaTCH 55
. 6-30-05 COS SEC Subpoena




Section 5 — Revenue Requirements

TABLE 5-3 BUDGETED AND PROJECTED CITY’S ANNUAL O&M EXPENDITURES

Buodgcted Projected

Description 2000 2001 2002 2003 2004 2005

s s 3 s s s
Mum Collection System 54,266,617 | 53,245,522 53,799451 54,706,205 56,743,541 59,068,032
Muni Trestment - San Pasqual 3,013,383 3133918 3259275 3389646  3,525232 3666241
Mun: Laboratory 4635516 5153737 5079752 5282942 5494259 5714030
Muni Administration 706,484 | 1215223 1263832  1,314386 1366961 1,421,639
ity’s Share of Metro O&M 33,019,000 |  85842,000 9915000 93,599,000 93,926,000 98,474,000
otal: City's Amnual O&M 145,641,000 | 148,590,400 153,317,310 158,292,179 161,055,993 168343902

The City maintains replacement and éxpansion funds for financing capital projects. Consistent with
SWRCB revenue program requirements, the City distinguishes between replacement and expansion
CIP costs. Similar to the O&M, the City maintains three CIP funds. The Muni Fund 41506 includes
CIP that is associated exclusively with the City’ s retail service area collection and pumping needs. The
City bears exclusive responsibility for the Fund 41506 CIP project costs. The Metro Funds 41508 and
41509 CIP relate to the regional system infrastructure shared by both the City and the PAs. Therefore,
the City and the PAs share the responsibility for these Metro Funds CIP costs. The Muni Fund and
Metro Pund CIP projects include both replacementand expansionrelated projects.

A summary of planned wastewater CIP expenditures for each ycar during the study period FY 2001 to
FY 2005, is shown in Table 5-4. The total wastewater CIP estimated for the study period is nearly $618
million. As Table 5-4 indicates, nearly $169 million of CIP expendituresare scheduled for FY 2002. A
list of proposed CIP projects for both the Muni and the Metro funds as reflected in the FY 00 Rate Case

5 »

is included in 5§

Major Capital Improvement Financing Plan

The CIP is to be funded through a combinationof system revenues and debt financing. The CIP funding
sources include the following: .

tem Revenues:
= Capacity charges from the City and the PAs
*  Pay-as-you-gorevenues from PAs
= City connection fees

Capital Financing;

* Bond proceeds

* Contributionsin aid— SRF
s  Grant receipts

* Interest eamings
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Section 5 — Revenue Requirements

TABLE 5-4 SUMMARY OF CAPITALIMPROVEMENT PROGRAM

Description 2001 2002 2003 2004 2005
D I 3 3 3
IMUNICIPAL SEWER FUND - 41506
[ Total Mimicipal Capital Expenditures 65938000 98,656,000 69,589,000  43.477,000 33,182,000
METRO EXISTING SEWER FUND - 41508
| Total Metro Existing Capital Expenditures 20,511,000 8,624,000 1L101L000 12,409,000 4,471,000
0 NEW CONSTRUCTION SEWER FUND - 41509

[Total Metro New Construction Capital Expenditures $8.098000 61,941,000 31,032,000 33,655,000 25,071,000
[TOTAL SYSTEM CIP
Total Wasstewater System Capital Expenditures 174,547,000  169221,000 11),722000 94,544,000 67,824,000

The CIP financing plan anticipates annual system revenues in the range of $15 to $18 million during the
study period, FY 2001 through FY 2005. In addition, total capital financing revenues for the stady
period are estimated at nearly $345 million, of which $278 million are estimated bond proceeds.
Interest earnings computed at an annual rate of 5% are estimated at $17 million. Table 5-5 presents the
proposed CIP financing plan to finance major CIP projects over the five-year period from FY 2001 to
FY 2005.

Debt Service Requirements

Debt service requirements are summarized in Table 5-6, and consist of principal and interest payments
on existing debt. The City currently has debt payments associated with outstanding parity bonds (Series
1993 and Series 1995), Series 1997A and 1997B bonds, Series 1999A and 1999B bonds, and State
Revolving Fund (SRF) interest free loans. Existing debt service requirements during the study period
include annual payments in the range of $77 to $99 million.

Debt Service Coverage

The City needs to meet debt service coverage requirements on its existing ontstanding bond issucs.
Typically, to meet debt service coverage requirements and obtain a good rating, the City needs to
ensure that adequate revenues are available to meet its expenditures, Rating agencies use coverageas a
measure of an agency’s ability to repay debt and ensure financial stability.

Coverage requirements typically vary between 1.10 and 1.25. The Parity Obligations stipulate that
City’s Net System Revenues shall amount to at Jeast 1.20 times the Maximum Annual Debt Service on
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Section 5 - Revenue Requirements

TABLE 5-5 CAPITALIMPROVEMENTPROGRAM FINANCING PLAN

Contributions in Aid - SRF Loans
Contributions in Aid - City Entities
Other Financing - COP
Anticipated Grant Funds
Interest Income [1)

Total Funds Avsilable

{Use of Funds

Msjor Capital Improvemente

CIP Encumbrances
Transfer to Operating Fund
Capital Financing Reserve Requi
Capital Financing Issuance Expense
Total Use of Funds

Capital Fand Balance
Net Annval Cash Balance
Beginning Balsace

Funds on Hand &2 End of Year

“Fiscal Year Endng June 30 ]
Deseription 2T R00I 200 2000 2005
s 3 3 N s
wrce of Funds
ransfcrs
Transfer from Operating Fond (Pay-as-you-go) 0 0 0 0 0
Prior Year Appropriations 194,877,000 141,811,000 91,638,000 78,453,000 66,250,000
Capital Revenues
New Sewer Connections 111,000 112,000 113,000 114,000 115,000
Capacity Chige Rovenues - City $,963,000 9,409,000 9,881,000 10,375,000 10,893,000
Pay-as-You-Go-Revenues - PA's 5,772,000 5,498,000 4,501,000 4,674,000 7,404,000
Capacity Charge Revenies - PA's 1,198,000 1,198,000 1,193,000 L] (]
Capltal Fizancing
Bond Proceeds 0 112,909,000 67,035,000 61,454,000 37,304,000
(1} Q

31,684,000 7,923,000
1,630,000 3,631,000
[ [
11,704,000 0
6,854,400 2,445,900

262,793,400 284,936,900

174,547,000 169,221,000
141,811,000 91,638,000

0 (]
0 B8,646300
0 3,791,000

316,358,000 273,296,300

(53,564,600) 11,640,600
108402,700 54,838,100

54,838,100 66,478,700

0

3271,000 3,191,000 3,091,000
4 ] 0
0 [ 0

3,023,600 2,269,200 2,234,100
181,060,600 160,530,200 127,291,)00

111,722,000 94,544,000 67,824,000
78,453,000 66,250,000 54,780,000
0 0 0
5133400 4,706,000 2,856,600
2,250,000 2,063,000  17253,000

197,558,400 167,563,000 126,713,600

(16497.300) (7.032,800) 577,500
66,478,700 49980900 42,948,100

49,980,900 42,948,100 43,525,600

[1} Interest on availabic capital fonds computed at a 5% annual intcrest sate.
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Section 5 —- Revenue Requirements

TABLE 5-6 OPERATINGFLOW OF FUNDS

Line Description Projocted
No | R SRR (| IR | AR |1
(3 3 H 3 s
CYeane
1 Sewer Service Charges Under Existing Ratos 176,543,000 180,233,000 182,942,000 185636000 113.471,000
Additional Service Charge Revenue Required:
Annualized
Revenue Months
Yesr Increase Effective
2 2002 7.5% 4.0 4,506,000 13,720,700 13,926,500 14,135300
3 2003 7.5% 4.0 4916600 14970500 15195500
4 2004 1.3% 4.0 5,364,600 16,335,100
5 2005 73% 4.0 5,853,400
6 Tots? Additional Service Charge Revenue [ 4506000 13,637,300 34,262,000 51,519,300
7 Totsl Sewer Service Charge Revenue 176,548,000 184,744,000 201,579,300 219,948,000 239,990,300
g Total Operating Revenves from PA'S 24,554,000 26,004,000 26,876,000 23408000 29,638,000
9 Tota) Shupboard Waste Revenues 631,000 678,300 729,200 723,900 242,700
10 | Total Other Muni Openting Revenues 2,150,000 1,811,000 1,875,000 1,943,000 2,013,000
i1 ] Total User Charge Revenues Availsble 203,883,000 213232300 231,059,500 251,082,900 272484,000
INon-sperating Revenve
12 | Total Non-Operating Revenues 2,455,000 2,545,000 2,638,000 2,735,000 2,836,000
13 | Debi Service Revenues from PAS 19,065,000 19,650,000 20,394,000 21,014,000 21,507,000
14 | Totsl Non-Operating Revenue 21,520,000 22,995,000 23,032,000 23,749,000 24,343,000
[Transfer Revenues
- 15 |} Transfer from Capital Fund . 0 0 0 0 [
. 16 { Transfer from Rate Swbilization Fund 12,000,000 9,000,000 11,000,000 500.000 . [}
. 17 | Tots) Trunsfer Revenves 12,000,000 9,000,000 31,000,000 500,000 0
- hhlaut Iscome
12 } & i From Openti o 11,330,700 12,034,800 12,363,300 14337900 15,900,800
19 § Jaterest Income from Capits] Fund 6,854,400 2,445,900 3,023,600 2269200 2,234,100
° 20 1L b From Restricted Reserves 2) 1,094,400 1,112,900 1,543,800 1,811,100 2,048,500
21 [Total Interest Income 19,279,500 15,593,600 17,435,700 318,418200 20,183,400
[Totel Revenues
22 | Total Revemxs Available 256,682,500 260,025,900 282,527,200 293,750,100 317,010,400
JRevenve Requirements
23 ] Op and Mai Exp 173,144,400 179,321,300 125,068,200 189,464,000 197,991,900
24 [Transfor to Operating Reserve 654,000 772,000 731,000 1,037,000 1,065,000
Total O&M Expense 173798400 180,093,300 185,899200 190,501,000 199,046,900
[Debtit Service
25 | Basting Revenve Bonds 77,054 000 81,893,000 39,596,000 95,107,000 99,344,000
26 | Enxisting Other Financing [ [ [} [ °
27 | Buisting Sutc Rovolving Fund Loans 1,096,008 1.473,000 4,021,000 4,021,000 4,011,000
28 | Total Debt Service 78,150,000 83,366,000 93,617,000 99,128,000 103,365,000
29 [Total Revenve Requirements 251,948,400 263,459,300 . 279,506,200 289,629,000 302,411500
jOperating Fund Balance
30 | Net Opersung Funds Available - 4734100 (3,A433,400) 3,011,000 4,122,100 14,593,500
3 Beginning Op g Fond Bal 18,350,300 2,084,900 19,651,500 22,662,500 26,713,600
32 ] Cumslative Opersting Fund Balance 723,084,900 19,651,500 22,662,500 26,783,600 4),312,300
33 Minimem Desired Balance (3) 21,643,100 22413200 23,146,000 23,683,000 24,747,700
hMiuhmn Desired Balance with A djustments 19,204,000 19976000 20,707,000 21,744,000 22,809,000
(1) Interest on availablc funds computed at 5% annual interest rate.
@)1 i from icted reserves ferred 1o O&M.
(3) Estimated st 45 days of operation snd P
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Section 5 ~ Revenue Requirements

all Parity Obligations Outstanding. The System Revemues include sewer service charges from the
City’s users and the PAs, Shipboard Waste and other Muni Revenues. In addition, system revenues
also include all other moneys derived from the ownership and operation of the system including sewer
connection fees, capacity fee revenues from the City and the PAs, Pay-as-You-Gorevenues from PAs,
anticipated Grant Funds, funds transferred from the Rate Stabilization Fund and other interest eamings
on reserve funds, Maximum Annual Debt Service includes annual prmmpal and intercst payments on
outstanding bonds.

A higher debt service coverage results in lower interest rates on debt. The revenue requirements
projected for the study period will help the City to successfully meet its exxstmg debt service coverage
requirement, which is 1.20.

Reserves

The City needs to have adequate cash reserves to meets its operating, capital and debt service
requirements.  Debt service reserves provide protection from defaulting on annual debt service
payments in times of financial crisis. The annual debt service reserve amount is estimated to be in the
range of $22 to $45 million during the study period.

Operating reserves may be used to meet ongoing cash flow requirements as well as emergency
requirements. Typically, a balance in the range of 10 percent and 50 percent of annual operating
expenses is considered appropriate. This represents one to six months of working ¢apital. The City
maintains 45-day operating reserves. The estimated 45-day operating reserves are shown in Table 5-6.
Interest from reserve funds may be vsed to finance operations.

PROPOSED REVENUE ADJUSTMENTS

The pro forma operations statement or cash flow summary prescnted in Table 5-6 provides a basis for
evaluating the timing and level of wastewater revenue increases required to meet the projected revenue
requirements for the study period. In order to meet projected revenue requirements and to maintain
desired operating and debt reserve fund balances, the City proposed the following revenue adjustments,
which were approved by the City Council. The required revenue adjustments arc shown in Table 5-6.
The proposed increases are as follows:

Effective Date Increases

March 1, 2002 7.5 percent
March 1,2003 7.5 percent
March 1, 2004 7.5 pexcent
March 1, 2005 7.5 percent

As’shown in Line 32 in Table 5-6, available working capital funds are adequate to mect the
recommendedminimum levels of working capital.
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Section 6
Study Issues/Stakeholder Input

As the graphical representation of the cost of service and rate design process indicates in the
introductory section of this report, once the revenue and service requirements are determined, the next
critical step in the process is the allocation of revenue requirementsto the wastewater parameters. The
allocation of costs and the design of rate structures are of particular significance in this Study due to the
introduction of COD as an additional parameter in the allocation of costs and in the rate structure.
Since stakeholder participation and input is an important element of this study, scveral issues pertaining
10 cost allocation methods and rate structure alternatives were discussed with the stakeholder group. It
Is essential to highlight the important issues that were examined and the stakeholder contributions to
those issues since they provide the framework for the cost of service and rate design discussions
presented in Sections 7 and 8.

ISSUES

The issues examined in this study can be classified into the following four major areas:

* SWRCB Regulatory Requirements
* Sewer User Classification

= Cost Allocation

= Rate Structure Design

The issues mentioned above are highly interdependent and hence both the analysis and the results of
each of the issues have to be examined in terms of the potential impact on each other.

SWRCB Regulatory Requirements

The City-has received federal and state Clean Water Grant (CWG) funds and State Revolving Fund
(SRF) loans for the construction of wastewater treatment facilities. As a recipient of the federal grants
and state loans, the City is obligated to establish a revenue program that complies with the revenue
program requirements set forth by the SWRCB. One of the specific conditions that the City agreed to
meet when it accepted the federal grant funds was to include strength-based billing in addition to flow-
based billing. In compliance, the City established a flow and strength based billing for the PAs in
1998. Since 1998, the City has been billing all the PAs on the basis of flow, TSS and COD parameters.

However, the City continues to bill its own retail service ares users only on the basis of flow and TSS
and bas not included COD into its billing structure. The SWRCB has now mandated that the City
include either BOD or COD in its sewer billing. Since COD is easier to measure, the City has agreed to
incorporate COD into the rate structure instead of BOD. Inoorporation of COD into the sewer rate
structure is not an issue of choice, but 2 mandatory regnlatory requirement that the City needs 1o
comply with.

The SWRCB provides guidelinesthat enable grantees and Joan recipientsto develop a revenue program
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o/

that complies with its requirements. The guidelines include various aspects of a revenue program’s
development, including revenue requirements determination, user classification, cost allocation and
implementing ordinances. The SWRCB’s guidelines on user classification and cost allocation have

direct implicationson this study.

User Classification
The SWRCB’s guidelines on the identificationof users state that,

“.....the users of the treatment works and their associated wastewater flows
and Joadings (BOD,, SS or other appropriate constituents) must be
identified. Flows and loadings must be documeated ...., in order that
proportional costs can be calculated.” .

The City’s residential users are classified into SFR and MFR user classes, The commercial/industrial
users are classified into a user matrix of 200 discrete classes based on the uscrs® percentage of water
returned to sewer and the strength of TSS parameter. The users are assigned a characteristic TSS
depending on the type of business activity and return to sewer percentage. The existing user matrix has
10 TSS classes with TSS range from 0 to 1,000 mg/l, increasing in 100 mg/l increments. The matrix
has 20 return to sewer classes with the first 19 classes having a range from 5 {0 99 percent with retumn to
sewer increasing in four percentage increments. The twentieth class’s return to sewer is equal to the
metered water use, Figure 6-1 shows this 10x20 matrix with the rates projected for the 7.5 percent
increase in March 2002 under the current rate structure,

FIGURE 6-1 PROJECTED COMMERCIAL/INDUSTRIALUSER CLASS MATRIX

MWWD-BHO0321

Retorn TS88 1SS TSS TSS TES TSS TSS TSS TSS TSS
s 30 150 %0 350 450 550 650 750 350 950

Sewer A B [ D £ F [ H - 1 3

~ 100% $2.54 5285 0.4 £342 3.7 0l $431 $4.59 34389
95-99% $2.47 .77 3.4 $332 $3.61 3339 5417 $4.45 M1
50-94% 5234 $2.62 219 - 34 3343 3.6 87N $4.12 34.50
B5-39% n2n s2.48 2.7 5298 $324 29 3371 $4.00 $426
80-84% $2.08 $1.3¢ 5 210 $3.06 329 $3.53 83.77 34.01
7579% 31596 220 5242 $2£63 £237 309 3% 3354 piky)
70-18% $LE3 3203 226 2245 $2.63 .87 £3.10 $330 3352
65-69% 3170 5NN 5230 $229 2.5 3269 $2.89 $3.08 532
60-64% $1.58 bRz 1M 2212 2.3 249 267 3243 0503
55.59% 145 163 2200 5195 2.1 N2 $2.45 $262 .79
50-54% 31,32 $148 $1.63 517 3194 209 223 23% $2.57
4549% 3119 I $1.47 $1.6) $1.75 51 020m 32.16 230
40-44% 3107 3120 132 Sl $1.56 313 3181 193 $1.95
35-39% $0.94 $1.06 S116 $1.37 $138 54 $1.59 n.10 st
36-4% 5033 2091 $1.00 5199 $1.19 s1% $1.31 3149 $1.57
25-29% 30.90 2071 2083 3092 3nn - 3108 SL6 L4 s132
20-24% $056 063 50.69 3074 $0.82 3088 50.98 3103 $1.08
15-19% 3044 3049 $0.53 3058 3064 5068 $0.73 30.78 $0.K3
10-14% s03t 3034 3033 304} 3043 3048 30,52 50.55 $0.59
05-09% $0.18 $0.20 £0.22 S04 £0.26 3028 20.27 3$0.32 3034
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In addition, the City has established a scparate class “K” for commercial/industrialusers with greater
than 1,000 mg/l of TSS and computes rates individually for those users. The City’s existing user
classification for the most part complies with the revenue program requiremnents.

With respect to large users the revenue program guidelines, Section 1-3, state that,

“Large commercial users discharging more than 25,000 gallons per day must
have their costs allocated individually.” .

While the City currently assigns costs individually for commercial/industrialusers with greater than
1,000 mg/l of TSS, it does not assign costs individually for users that discharge greater than 25,000 gpd
of flows. In addition, the incorporation of COD necessitates changes to the existing user matrix.
Therefore, Black & Veatch performed a review of the user classifications and proposed alternatives to
classify commercial/industrialusers.

User Classification Options: No changes were required for the residential classifications. To comply
with the requirements, commercial/industrialusers with greater than 25,000 gpd of discharge were first
identified as large users. Different options were then examined for redefining commercial/industrial
users discharging less than 25,000 gpd of wastewater flows.

The existing user class matrix method with 200 discrete classes enables the City to efficiently
accommodate high levels of flow and strength variability that usually exists among the different types
of business users. Therefore, most of the options examined are centered on the matrix method. The
four options considered for commercial/industrialuser classification (< 25,000 gpd of discharge) were:

= Option I: Retain the cxisting commercial/industrial 20X10 user class matrix but convert
the 10 TSS classes to 10 classes of cost weighted TSS/COD index.

* Option 2: Modify the existing commercial/industrial matrix to a 10X5 matrix of 50
discrete classes.

= Option 3: Eliminate the Matrix method and instead define 7-9 TSS/COD strength based
commercial/industrialuser groups.

=  Option 4: Define 2 10X11 matrix of 110 classes based on TSS and COD increments.

Option 1: This option.retains the 20X10 user class matrix with 200 discrete classes. The matrix
includes the existing 20 return to sewer classes but instead of the 10 TSS strength based classes, the
matrix includes 10 TSS/COD based classes in the form of a cost-weighted TSS/COD index. This
option while retaining the familiar 20X10 matrix also accommodstes the inclusion of the COD

parameter in classifyingusers.

Option 2: This option involves developing 2 modified user class matrix with fewer discrete classes.

Instead of the 200 discrete classes, the modified matrix would be 2 10X5 matrix with only 50 classes.

The matrix would be based on 10 retum to sewer classes and five TSS/COD based classes. As in
Option 1, the TSS/COD classes will be in the form of a cost-weighted index. This option has fewer
classes than Option 1 since the TSS/COD index increases in larger increments and the return o sewer
percentage decreases in larger decrements than that proposed in Option 1.

& siack & veaTcH 63

MWWD-BH0322

6-30-05 COS SEC Subpoena



Section 6 — Study Issues/Stakeholderinput

Option 3: This option eliminates the use of the matrix method and instcad defincs seven to ninc broad
TSS/COD strength based commercialuser groups. In this option, the return to sewer variable wonld be
applied to each user’s water usage, directly at the time of billing.

Option 4: This option defines user classes based on the existing matrix method. However, instead of
the return to sewer/TSS matrix, this option substitutes a strength-based 10X11 TSS/COD matrix with
110 discrete classes. The 10 TSS strength classes would increase in 100 mg/l increments and the 11
COD strength classes would increase in 200 mng/] increments. As in option 3, the user’s return to sewer
percentage would be directly applied to the user’s water usage during billing.

The stakeholders’ group decided to recommend implementation of Option 4 since the‘City’ uscrs are
familiar with the matrix format and this option provides greater equity than the other options examined.

Cost Allocation

The approach used in allocating costs to the wastewater parameters is fundamental to a fair and
equitable apportioning of costs among the City’s various user classes. The two specific cost allocation
issues that were examined during this Study include:

1. Selection of a cost allocation method to allocate the City’s cost of service to the wastewater

parameters.
2. Application of the selected cost-allocationmethod in actually allocating costs.

Selection of Cost Allocation Method

Utilities use different cost allocation methods taking into consideration several factors including local
policy, characteristics of the wastewater flows received, type of wastewater system (regional system
versus single municipal system), type of treatment facilities, geographic and engincering operational
considerationsand regulatory requirements.

The City operatesa regional system that provides retail service to the City’s users and wholesale service
to the PAs. In addition, as a recipient of federal grants and state loans the City is obligated to comply
with CWG and SRF program requirements.

With respect to establishinga system of user charges, the SWRCB guidelines state that:
“User charges must recover the cost of operation and maintenance (including
replacement) from all users based pn their proportionate contribution to the total
wastewater loadings from all users. The State recommends that user rates

designed o recover all other costs be proportional to the cost of the service
rendered.”

Further, the Clean Water Act of 1972, P.L. 92-500 as amended, (Act) states, in part:

“The Admipistrator shall not approve any grant for any treatment works under
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section 201(g)X1) after March 1, 1973, unless he shal} first have determined that
the applicant (A) bas adopted or will adopt a system of charges to assure that each
recipient of wasts treatment services within the applicant’s jurisdiction, as
determined by the Administrator, will pay its proportiopate share (except as
otherwise provided in this paragraph) of the costs of operation and maintenance. ..”

To ensure compliance with SWRCB revenue program requirements, the allocation of costs to the
different parameters bas to be based on the following three underlying principles:

= The wastewater parameters used in allocating cost responsibility to the different user
classes must include flow, TSS and COD.

= Cost allocations to the flow, TSS and COD parameters need to be done using a “system-
wide”™ approach. In order to recognize the shared configuration of the City's wastewater
system that includes a complex exchange of solids, centrates and cffluents and the sharing
of a cornmon outfall, the facilities need to be considered not in isolation but as components

of an integrated “regional system™,

= A proportional cost allocation method needs to be used to allocate costs between the
different parameters and the different user classes.

In addition to the above, factors that were considered in the selection of a cost allocation method
include:

» The revenue program developed for the City’s wholesale service to the PAs. The City
developed a revenue program, which is based on a system-wide approach with a
functional-designbased allocation of costs to the wastewater parameters of flow, TSS and
COD. This method, which was approved by the SWRCB, is outlined in the Regional
Wastewater Disposal Agreements between the City and the PAs.  Changes to the cost
allocation method for the City’s ows retail users have to be reviewed in the context of its
potential impact on the City’s existing contractual obligationsto the PAs.

= Fair and equitable allocation of costs among user classes.

Cost Allocation Options: Black & Veatch outlined three allocation methods taking into consideration
the factors discussed above. The three methods reviewed include:

s  Option 1: Functional Method In this method costs arc allocated to wastcwatcr
parameters based on the functions of the various steps in the treatment process. This
allocation is based on the premise that operational fimction drives costs. This method
usnally results in higher cost allocationsto strength parameters.

*  Option 2: Design Method In this method costs are allocated to wastewater parameters
based on design criteria used to size individual facilities or processes. This allocation s
bascd on the premise that design considerations drive costs. This method results in higher
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cost allocationto flow.

* Option 3: Functional-Design Method. In this method costs are allocated fo wastewater
parameters bascd on the functional, design and operational performance criteria of the
different processes. This is the method that is currently used by the City and generally
provides a balance between the other two methods.

It was decided to retain the functional-designmethod as the appropriate method for allocating the City’s
cost of service. This method has already been approved by the City and the PAs and provides a
balanced and proportionateapproach 1o allocating costs.

Application of the Selected Cost Allocation Method

Black & Veatch reviewed MWWD's application of the functional-designmethod in allocating costs to
the wastewater parameters. In addition, Black & Veatch also roviewed the allocation methodology
described in & paper presented in the Water Pollution Control Federation in 1986 by Dr. C.W. Corssmit,

While the methodology prescribed in the paper titled, “Wastewater Utility Unit Process Cost Parameter
Allocations: Advancing Towards A Scientific Method”, is not universally accepted as a definitive
industry standard, Black & Veatch reviewed Corssmit’s allocation methodology at the request of the
stakeholder group.

Review Findings: MWWD had conducted an extensive cost atlocation study in 1998 to determine the

N Metro O&M and capital allocation percentages for the parameters of flow, TSS and COD. MWWD
) conducted the allocation study using the three alternative allocation methods: Functional, Design and
. Functional-Design. -MWWD ultimately adopted the cost allocation percentages derived using the

Functional-Design wethod after the SWRCB and the PAs approved it. The allocations are currently
used in determiningthe City and PAs” share of Metro O&M and capital costs.

Black & Veatch concurred with the functional-design allocation method adopted by MWWD for the
following reasans: .

* The method is based on the proportional cost allocation method, as stated in the Clean
Water Act.

» Consistent with the definition of functional-design method, the allocation takes into
considerationthe operational performance characteristiceof the facilities and the regulatory
requirements. For example, PLWTP, which is an advanced primary weatment plant,
removes nearly 85 to 87 percent of the influcnt TSS and nearly 60 percent of the influent
BOD. PLWTP needs to comply with the NPDES requirements established by the EPA.
The permit requires PLWTP to achieve 80 percentremoval of TSS and 58 percentremoval
of BOD. While PLWTP’s primary function is to mainly remove TSS, it also incidentally
removes BOD during the process. To meet the NPDES 58 percent BOD removal
requirement, PLWTP has to actually achieve 85 to 87 percent TSS removal since BOD
removal in an advanced primary facility is essentially accomplished through TSS removal.

Taking into consideration PLWTP’s BOD rcmoval requircment and the operstional performance
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required to meet the NPDES requirements, the MWWD functional-design method allocates PLWTP
strength costs between TSS and BOD/COD in proportionto the relative removal of these two strength
constituents of the wastewater,

= The method of allocating strength costs between TSS and BOD/COD proportionate to
relative removal is consistently applied to all other facilities in the system, in recognition of
the fact that the City’s various facilitics operatc as an integrated regional system.

* The allocation process appropriately classifies wastewater system costs into various
component costs including direct and indirect costs and allocates the indirect costs to the
parameters in proportion to the allocation of direct costs.

Black & Veatch revicwed the methodology proposed in Corssmit’s paper and concluded that the
methodology is not applicableto the City’s regional system for the following reasons:

* The functional-design based allocation method proposed for advanced primary treatment
facilities in Corssmit’s paper does not allocate any costs to BOD removal, and instead
allocates all costs between flow and TSS. This approach is not suitable to PLWTP, which
has a unique regulatory obligation to remove BOD. .

= Corssmit’s method does not take into account the removal of BOD in advanced primary
plants. The use of Corssmit’s cost allocation approach to PLWTP would result in
excessive allocation of PLWTP costs to the TSS parameter and consequently adversely
impact users that contribute high amounts of TSS and benefit users that contribute high
amounts of BOD/COD. The method would lead to a disproportionate allocation of
PLWTP costs between TSS and COD.

MWWD’s cost allocation approach develops defensible unit costs of flow, TSS and COD and meets
regulatory requirements. However, a few minor changes were made to fine-tune MWWD's method
and the revised allocation percentages were used for the City’s retail service area cost allocations. The
revisions relate to the allocation of Metro Biosolids Center annual O&M costs and the allocationsof a
few sewer trunk line CIP costs. The revisions are discussed in Section 7 of this report.

Rate Structure Design

The classification of the users, the allocation of costs and the design of the rate structure, all have an
impact on user rates. The factors considered in the design of rate structure options include:

* Inter-classrevenue neutrality: The rate structure for each user class would result in each
user class paying its allocated share of costs. In other words, no user class would pay more
or less than its fair share.

*  The rate structure would include a fixed charge and a variable charge component.

*  The fixed charge in the form of a base fee would include only those administrativeand
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general costs that are common to all and would be the same for cach account.

The following issues were examined as part of the evaluation of the rate stracture altcrnatives:
* Level of Base Fee
® Level of SFR Usage Cap
* TSS/COD loadings computation for the different classes in the commercial/industrial
matrix
Level of Base Fee: Three differentJevels of Base Fee were evaluated: monthly base fees of $8.53,

$11.89 and $9.93. Figure 6-1 shows the costs included in the computation of the different Base Fee
levels. A monthly Base Fee of $9.93 was agreed upon by the stakeholders’ group.

FIGURE 6-2 COMPUTATION OF DIFFERENT LEVELS OF BASE FEES

City’sMonthly _Monthly Base Fee 1:
O&M Admin * 853 ° -
"City'sMonthly Monthly Base Fee 2:
O&M Admin $11.89
Monthly Base Fee3:

City’s Montifly [ EEIOI st oy T J
SMonthlyd oy + $9.93

B&M Admin SMon il M Admn

Level of SFR Usage Cap: The City currently has a usage cap of 10 hef for the SFR class and therefore
water usage greater than 10 hef is not considered for sewer billing. However, the mass balance analysis
indicates a need for 2 higher usage cap level. While the increase or decrease of usage cap levels does
not impact any other user class, it does impact individual users within the SFR user class. Typically,
lower usage caps benefit high volume water users and higher asage caps benefit low volume water
users.
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It was necessary to increase the level of SFR usage cap to achicve a rcliable mass balance. Three
different altemative SFR usage cap levels were proposed: Usage Cap lovels at 12, 14 and 16 bef of
water usage. An incrementalincreaseto 12 hef would be appropriate, however, the stakeholders® group
consensus was to increase the usage cap to 14 hef,

At the 10 hef cap, 76 percent of winter water usage is captured and at 12, 14 and 16 hef levels, the
capture rate is 82, 87 and 90 percent, respectively.

ISS/COD Loadings Computation: In the proposed commercial/industrial rate matrix, each TSS and
COD class is defined by a range of strength, for example, 101 — 200 mg/1 of TSS or 201 — 400 mg/] of
COD. To compute the actual rate per hef of wastewater for each class in the matrix, the following two
methods could be used:

= Mid-point of the strengthrange
*  The actual strength computed based on the available user data for all the users that belong
to a particularclass in the matrix .

There are both pros and cons to both of the methods mentioned above. The benefit of using the mid-
point of the strength range is that it can be consistently applied to all the strength ranges in the matrix.

However, the mid-point strength for any given range also has the potential of being either higher or
lower than the actual average strength of all the users in a given class, which could lead to higher or
lower user revenues than projected.

The benefit of using actual strength computed based on available user data is that it is likely to be a
more accuraterepresentationof user class strength characteristicsand revenue collection. However, the
disadvantage is that in reality user data may not be available for some strength ranges if currently no
users belong to those strength ranges. In such a situation, mid-point of the strength range would have to
be used to compute the wastewater rate. In addition, rates would have to be recomputed when users

and/or flows or strengths for any given range changes.

The stakeholders” group decided to use the mid-point of the strength range in computing the rates since
it provides for a more consistent approach, which could be used to derive the rates for all the classes in
the matrix, jrrespective of user data availability.

STAKEHOLDER INPUT

The study process included the participation of a stakeholders® group with members representing a
broad range of interests, both residential and businesses. The goal of stakeholder participation was to
ensure public understanding of the complexities of the cost of service and rate design process and to
create an opportunity for the group to examine rate structure alternatives, to voice concerns and to
provide recommendations. While detailed discussions on stakeholder participation are presented in an

. independent report titled, “Sewer Cost of Service: stakeholders’ group Final Report”, the group’s

recommendationsare outlined here.

User Classification: Black & Veatch presented the four different options available for classifying
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commercial/industrial users with discharge less than 25,000 gpd of flows. The group reviewed the
alternatives presented and preferred the strength based matrix classification. Therefore, the group
recommended Option 4, which involves establishinga 10X11 TSS/COD user class matrix.

Cost Allocation: The group reviewed the three alternative cost allocation methods and accepted the use
of the functional-design method 1o allocate costs to flow, TSS and COD. However, a subgroup of
members disagreed with the way the fanctional-design method was applied in allocating costs, even
though in concept, they accepted the functional-design method. Instead of the City’s method of
proportionate allocation of costs to the parameters, the subgroup preferred an alternative incremental
allocation based method. The subgroup’s alternative method, which is referred as the “Straight TSS
Method™, is included in Appendix B of the Sewer Cost of Service Stakcholders’ Group Final Report.

Black & Veatch reviewed the “Straight TSS Method” method proposed by the stakeholder subgroup
and found the method unacceptable due to the followingreasons:

= The method uses an incremental approach rather than proportional cost sharing in
allocating PLWTP and MBC costs, leading to a disproportionately higher allocation of
coststo the TSS than to the COD parameter.

* The method advocates an incremental cost aflocation approach to PLWTP primary costs,
but proposes proportional cost allocation for primary and secondary costs at NCWRP. This
approach results in internal inconsistencies in the methods used across the different
processes and facilities of an integrated system.

In an effort to obtain the SWRCB’s opinion on the cost allocation issue, Black & Veatch derived
allocation percentages for flow, TSS and COD using three different methods and sent the analysisto the
SWRCB. The three alternative cost allocation methods sent were:

* City’s functional-design allocation based on MWWD"s proportionate removal of TSS and
COD. - -

= stakeholder subgroup’sallocation based on the “Straight TSS Mcthod™.

* City’s allocation based on the “Modified Straight TSS Method”, which allocated costs
consistently at PLWTP and NCWRP.

The cost allocation package sent to the SWRCB is included in B ¥ The SWRCB’s respouse
essentially states that the “Straight TSS Method” and the “Modified Straight TSS Method” do not
comply with the CWG program regulations and SRF program guidelines since these methods do not
allocate costs proportionately between TSS and COD. The allocation method used for the City needs to
be consistently applied to the regional system and the PA’s. This would necessitate a change from the
current method and possibly extensive negotiations with the PA’s to obtain their approval. The
SWRCB’sresponse is included in [EBReRtge

Rate Structure Design: The group provided input on all three issues examined as part of rate structure
design.

* Base Fee: With respect to the Base Fee altematives presented, the group recommended

setting the monthly base fee under $10 to ensure that low income/low volume users are not

burdened with a high fixed monthly charge. Therefore the group selected the $9.93
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monthly base fee option.

* SFR Usage Cap: As regards the SFR usage cap level, the group preferred that usage cap be
sct at 16 hof of water usage. However, taking into consideration the impact of the 16 hef
usage cap level on both the City’s high water users as well as the large low-income
families, the group recommended that SFR usage cap be set at the 14 hcf level in FY 2002
and be increasedto the ultimate 16 hef over a period of two years,

= ISS/COD Loadings Computation: While most of the individual members did not bave
any specific preference with respect to the method used in the computation of rates for cach
class in the matrix, the group as a whole recommended that loadings be computed using
the mid-point strength of the range.

The stakebolders® input in conjunction with input from City staff provided the direction for the
subsequent phases of the Study, which include the allocation of costs and the design of rate structures.
The allocation of costs is discussed in Section 7 and the proposed rate structures are discussed in
Section 8.
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Section7
Cost of Service

The determination of the City’s user class flows and loadings discussed in Section 4 of this report, and
the revenue requirements reviswed and finalized through the operating and capital cash flow analysis
discussed in Section 5 of the report, provide the basis for performing the cost of service analysis. This
section of the report discusses the allocation of operating and capital costs to the Fiow, TSS and COD
parameters, the determination of unit rates, and the estimationof user class cost responsibility.

COST OF SERVICE ANALYSIS

The total revenue requirements net of revenue credits from miscellaneous sources, is by definition, the
net cost of providing service. This cost of service is then used as the basis to develop unit rates for the
wastewater parameters and to allocate costs to the various user classes in proportion to the wastewater
services rendered. The concept of proportionate allocation fo user classes implies that allocations
should take into consideration the quantity of wastewater a user coutributes and the strength of
wastewater.

I;) this Study, wastewater rates need to be calculated for FY 2002, and accordingly FY 2002 reveaue
requirementsare used in the cost allocation process.

Cost of Service to be Allocated

The annual revenue requirements or costs of service to be recovered from wastewater charges include
operation and maintenance expenses, costs associated with annual renewal and replacements, and other
capital related costs. O&M expenses include costs directly related to the collection, treatment, and
disposal of wastewater, and maintenance of system facilities. Renewals and replacements represent the
annual recurring capital outlay for minor system improvementsand purchase of equipment.

The total FY 2002 cost of service to be recovered from the City’s retail users, as shown on line 15 in
Table 7-1, is_estimated at nearly $194 million, of which $130 million is operating costs and the
remaining $64 million is capital costs. The cost of service analysis is based upon the premise of
generating annual revenues adequate to meet the estimated annual revenue requirements. As part of the
cost of service analysis, reveaues from other non-City user sources such as revenues from shipboard
waste and PAs are deducted from the appropriate cost elements. Additional deductions arc made to
reflectthe use of rate stabilization fund and operating interest income during FY 2002. Adjustments are
also made to account for cash balances and annualization of rate increases.

To allocate the cost of service among the differentuser classes in proportion to their flows and strength
contribution, costs first necd to be allocated to sclected wastewater parameters. The following
subsection describes the allocation of the operating and capital cost of service amounts to the selected
parameters of the wastewatersystem.
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TABLE7-1 COST OF SERVICE TO BE RECOVERED FROM USER RATES

Time ' Operaimg  Capital apd
Line Description Expeasc Other Costs Total
No. (FY 2002) (FY 2002) (FY 2002)
$ $ $
Total Revenue Requirements
1 Operation & Maintenance Expense 180,093,300 180,093,300
2 Total Debt Service 83,366,000 83,366,000
3 Subtotal 180,093300 83,366,000 263,459,300
Less Other Operating Revenues
4 Total Operating Revenues from PA's 26,004,000 26,004,000
5 Total Other Muni Operating Revenues 1,811,000 1,811,000
6 Total Other Revenues from Shipboard Waste 678,300 678,300
7 Total Non-Operating Revenues 2,545,000 2,545,000
H Dcbt Service Revenues from PA's 19,650,000 19,650,000
9 Transfer from Rate Stabilization Fund 9,000,000 9,000,000
10 Interest Income 15,593,600 15,593,600
11 Subtotal 55,631,900 19,650,000 75,281,900
jLess Adjustments
12 Adjustment for Annua) Cash Balance 3,433,400 0 3,433,400
) 13 Adjustment for Partial Year Rate Increasc (8,012,000) (9,012,000)
. 14 Subtotal (5,578,600) ¢ (5,578,600)
15 Cast of Service to be Recovered from Rates 130,040,000 63,716,000 193,756,000

Cost Aliocation to Wastewater Parameters

The three major parameters selected in this Study for allocation are Wastewater Flows (Flows), TSS
and COD. TSS and COD constitute the strength components of the wastewater discharge. In this
study, the percentages used to allocate the FY 2002 cost of service to the wastewater parameters are
derived based on the funotional-design method of allocation. The allocation of costs to the three
parametersinvolves:

* Identificationof functional areas and costs of the wastewatersystem.
* Apportioningof FY 2002 costs into O&M and Capital costs of service (presentedin Tablc 7-1).
* Determination of O&M and CIP allocation percentages to the three parameters.

Identification of Functional Areas and Costs

As described in Section 5, O&M costs can be categorized broadly into the functional areas of
collection, treatment, laboratory and administrative and general services. The allocation basis used to
allocate each of these functional costs fo the Flow, TSS and COD parametersdiffers.
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In the functional-design method of allocation, both the function and the design of the facilitics need to
be considered in allocating costs to the parameters. The primary figwction of collection facilities such as
trunk lines, sewer lines and interceptors is to convey untreated influents to the treatment facilities and
treated cffluents from the treatment facilities to the final discharge location, which in the City’s case is
the ocean. These collection facilities are designed (sized) according to the volume of flows that they
are expected to handle. Hence, based on the fimctional-design method, since both the functional and
design elements of the collection facilities relate exclusivelyto flow, all capital and O&M expenditures
related to collection facilities are usually allocated entirely to wastewater flows.

From a functional-design perspective, treatment facilities include processes that relate to all three

- ‘waslewater parameters. For instance, the primary fimction of the City’s PLWTP-isthe removal of TSS,

In tenms of design, the components in the plant including clarifiers and sedimentation basins are
designed to handle expected volume of flows. With respect to operational performance, PLWTP
removes TSS and is required to remove a portion of the COD. Therefore, since the treatment facilities
relate to all three parameters, capital and O&M expenditures associated with treatment facilities are
allocated 1o Flow, TSS and COD parameters. -

Laboratory services (also referred to as Technical Services) relate to both the flow and strenpth
elements of wastewater and hence laboratory services related O&M costs are allocated to all three

parameters.

Administrative and general services relate to indirect support activities necessary to operate a
wastewater system and hence indirect costs are usually allocated to the parameters in proportion to the
allocation of all other direct costs such as collection, treatment and technical servicescosts.

Determination of Allocation Percentages

As shown in Figure 5-1 in Section 5 of this report, the City’s wastewater costs which are the focus of
this Study iriclude both Muni costs and the City’s share of Metro costs. Available historical actual costs
are usually used to derive allocation percentages. In this Study, FY 1999 Muni and Metro Annual
O&M and FY 1997 Muni and Metro CIP total project costs are used as the basis to derive the allocation
percentages. At the time this study was initiated, this was the most recent data available and the PAs
and SWRCB had approved these allocations.

Black & Veatch performed the following steps to derive the allocation percentages for allocating the
City’s O&M and Capital costs. .

*  Step I: Reviewed MWWD’s Metro O&M and Capital allocation percentages a:{d made changes

where necessary.
*  Step 2: Derived the overall cost allocation percentages for the City’s O&M and Capital Costs.

Step 1: Black & Veatch reviewed MWWD’s allocation methods and made minor changes to the Metro
allocation. The changes relate primarily to Metro’s allocationof 1999 MBC O&M costs and four of the
1997 Metro CIP project costs: Details of the allocation of the various components of Metro O&M costs
and of the Metro CIP project costs are included in EBpEaR SRRl respectively. The summary of
the derived Metro O&M and capital allocation percentages is presented in Table 7-2.
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TABLE 7-2 METRO O&M AND CIP COST ALLOCATIONPERCENTAGES

Functional - Desiga Viethod
Description Wastewater Parameters
" Fiow [ S| BOD
Y% % Ve
ITOTAL METRO O&M COSTS 41.14% 33.24% 25.62%
' TOTAL METRO 41508 & 41509 CIP COSTS 5821%  21.64% 20.16%4

Step 2: Metro O&M and Capital allocation percentages derived in Step 1, were applied to the relevant
Muni O&M costs and to the City’s share of Metro O&M and capital costs. The allocation of the City’s
FY 1999 O&M functional component costs is presented in Table 7-3 and the overall O&M and capital
allocation percentages derived for the City’s cost of service arc presented in Table 7-4,

TABLE 7-3 DERIVATION OF CITY’S O&M ALLOCATIONPERCENTAGES(FY 1999)

Functional - Design Method ~— Functionsl - Desiga Method ]
Description Amount ‘Wastewater Parameters FY 1999 Costs
s —Wow | Iss ] OO0 Fow | L
% Yo v 3 ) s
City Collection System 50,000,000 100.00% 0.00% 11 50,000,000 [i]
Qity Treatment - San Pasqual (1) 3,000,000 2820% 40.36% 31.44 846,131 1210707 9431
City's Share of Miciro Treatment (2) | 60,000,000 41.14% 33.24% 25. 24,684,614 19943,402 15371,
City Labaratory (3) 5,000,000 30.00% 40.00% 30, 1,500,000 2,000,000
ICity Total - Direct O&M Costs 118,000,000 65.28% 19.62% 151 77,030,745 23,154,108 17.815,147
City Administration 11,000,000 6528% 19.62% 15} 7,180,832 2,158,434 1,660,734
[Total Gty O&M Cust 129,000,000 65.28% 19.62% 15.1 3 84211,577  25312,542 1947588}
NOIE
{17 Uscd Metro Treatcnt OGM alocation peroentages.
(2) Used Total Metro Direct O&M allocation percentages
(3) Used Metro Teckmical Services O&M allocation perocntages.
E&sLack & VEATCH 7-4
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TABLE 7-4 DERIVED ALLOCATIONPERCENTAGES FOR CITY’S COST OF SERVICE

Functional - Design Method
Description Wastewater Parameters
! Fiow I TSS l BUD/COD
% k) b1
Total City O&M Cost Allocation 65.28% 19.62% 15.10%
Total City Capital Cost Allocation 66.67% 17.26% 16.07%

-

Apportioning of City’s FY 2002 O&M and Capital Cost of Service Costs

The O&M and Capital cost allocation percentages presented in Table 7-3 were used to allocate FY 2002
cost of service amounts to Flow, TSS and COD. Table 7-5 shows the allocation of FY 2002 cost of

service to the three parameters.

TABLE 7-5 ALLOCATION OF COST OF SERVICE TO FLOW, TSS AND COD
e ) Amount Wastewaler Parameters
Description s Flow TSS oD
$ ) s

130,040,000 | 34,390,000 25,514,000 19,636,000

City's Cost of Service Q&M Costs
City’s Cost of Service Capital Costs 63,716,000 | 42,480,000 10,997,000 10,239,000}
' Total City's Cost of Service (1) 193,756,000 § 127,370,000 36,511,000 29,875,000

NOTE: (1) With a 7.5%ratc increase cffective March 1st, 2002

Unit Costs of Service ,
In order to allocate costs of service to the differont user olasses, unit costs of service need to be
developed for Flow, TSS and COD. The unit costs of service are developed by dividing the total apnual
costs allocated to each parameter by the total annual Joadings of the respective parameter (the projected
annual Flows, TSS and COD loadings for FY 2002 were discussed in Section 4). Table 7-6 shows the
developmentof the FY 2002 unit costs for each of the three wastewater parameters,
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TABLE 7-6 DEVELOPMENT OF UNIT COSTS OF SERVICE (FY 2002)

: ‘Wastewater Parameiers
Description Flow 1SS COoD

Annual Costs of Service ) )
Total City’s Cost of Service (§) 127,370,000 36,511,000 29,875,000
Annual User Loadings (hcf) (vs) (bs)
Total City's Annual User Loadings (1) 59,509,728 99,973,423 229,340,357
Unit Cests of Service .

Uniit Costs of Flow (S/hef) (1) $2.1403

Unit Costs of TSS ($/1b) (1)’ $0.3652

Unit Costs of COD (S/1b)(1) $0.1303

NOTE: (1) The loadings and unit costs projected for FY 2002 above are based on Mass Balance Analysis
performed using FY 1999 data. The vnit costs in the table are shown to four decimal places.
! The full unit costs are as follows:Flow - $2.14032233519871, TSS - $0.365207061080623

end COD - $0.130264905796759

User Class Costs

The unit cost of Flows, TSS and COD shown in Table 7-6 are then applied to the projected FY 2002
flows and loadings of each user class to derive user class costs. Table 7-7 shows the FY 2002 user
class loadings and cost responsibility for each user class,

TABLE 7-7 USER CLASS WASTEWATER COST OF SERVICE (FY 2002)

Augusl Annual "Annual Asnual
{U ser Class Description Wastewnter TSS Lo ) 1] User Class
Flows Loasdings Loadings Sewer
FY 2002 FY 2002 FY 2002 Revenues
(HCF) (LBS) wss) | H
Single Femily Residentiat 24955925 | 41,006578 | 69915241 11,497,118
JMuttiple Family Residential 18,116,067 | 29,576,748 50,753,048 56,187,202
ICommeroial/Industrial (< 25,000 gpd discharge) 9,654,734 19,410,018 48,374,123 34,054,476
[Commercial/Industrial (> 25,000 gpd discharge) 6,782,952 9,980,078 60,297,945 26,011,205
Total 59509728 | 99.973,423 ] 229,340,357 193,756,001
KA sLack e veaTch 7.6
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The SFR user class has the highest assignment of costs at over $77 million followed by MFR user class
at over $56 million. Together, the City’s residential class is responsible for 69 percent of the total cost
of service. The commercial/industrial user class discharging less than 25,000 gpd of flows is
responsible for nearly 18 percentof the cost of service and commercialindustrialuser class discharging
more than 25,000 gpd of flows is responsible for the remaining 13 percent of the annual cost of service.
Table 7-8 shows the distribution of cach user class’ accounts, annual flows, TSS and COD loadings,
estimated FY 2002 revenues and actual FY 2000 revenues.

TABLE 7-8
USER CLASS DISTRIBUTION OF ACCOUNTS, FLOWS/LOADINGS,
PROPOSED ANNUAL REVENUES (FY 2002) AND EXISTING ANNUAL REVENUES
) i

. Annnal .Y
i Aunual Anzual Aunnal Wastcwater Wastewater
User Class Description Wastcwater TSS COD Revenucs Revenues (1)
Flow 2002 2002 % of Tota} % of Total
% % % Revenues Revenves
- . FY 2012 FY 2000
Single Femily Residential 41.9% 41.0% 30.5% 40.0% 424%
Multiple Family Residential 304% 296% 2.1% 29.0% 29.5%
CommercisVIndustrial ¢ 25,000 gpd discharge) 16.2% 194% 3% 17.6% 281%
Commercial/Industrial ( = 25,000 gpd discharge) 11.4% 10.0% 263% 134%
Total 100% 100% 100% 100%

NOTE: (1) dal/Industrial includes both < 25,0000 and ~.25,000 gpd users

Table 7-8 also presents a comparison of user class revenue distribution among the different user classes
under the proposed cost allocation and the City’s existing allocation. There is a2 smal) reduction in the
percentage of total revenues collected from MFR. users under the proposed cost of service. Under the
proposed rate structure, SFR user revenue contribution decreases from 42.4 percent to 40 percent of the
total user revennes when compared to the current rate structure. This represents approximately a two
percent reduction. These decreases in residential revenue contributions are offset by an increase in
commercial/industrial user class revenues. The shift in user class revenue distribution between the
residential and commercial/industrial nser classes can be attributed to the introduction of COD
parameter in the cost of service sllocations. Many commercial/industrial businesses including
supermarkets, food processing and organic chemical industries, and restaurants have much higher COD
strengths than residential users, resulting in the shift in user class cost of service distribution.

The cost of service allocations conducted in this study based on the functional-designmethod comply
fully with the SWRCB’s revenuc program requirements since the City’s FY 2002 revenue requircments
are allocated to the different user classes proportionate to their use of the wastewater system. As
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mandated by SWRCB, allocations are based on flows, TSS and COD parameters. The cost of service
allocation performed for the City’s retail service area users is also consistent with the system-wide
proportionate use approach used by MWWD in allocating wastewater system revenue requirements
between the City and the PAs.

Once the user class cost responsibilityis detenmined, then the next step, discussed in the next section, is
to design user rate schedulesto recover the revenues required from each user class.
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Section 8
Rate Design

The revenue requirements and cost of service analysis described in the preceding sections of this report
provide a basis for the design of wastewater rates. Rate design involves the development of rate
schedules for each user class so as to recover the annual cost of service determined for each user class.
In this Study, the focus of rate design is on the development of rate schedules for each of the City’s
retail service user classes, which was accomplished with input from the stakeholders® group. This
scction of the report discusses proposed wastewater rate structures, presents a schedule of rates for the
City’s user classes, and analyzes the impact on user classes due to the proposed changes in the user
classifications, cost allocation and rate design,

RATE STRUCTURE

Rate structures need to be fair and equitable to ensure that every user class pays its fair share of costs.
In addition, rate structures shounid be easy to understand, simple to administer, and comply with
regulatory requirements. A review of the existing rate structures provides insights into the equitability
of the current methodology and the changes, if any, that need to be made. The existing rate structure
was discussed in detail in Section 3. The proposed rate structures are discussed in the following
subsections. - -

Proposed Rate Structure

The proposed rate structures for all of the City's user classes will include both a fixed charge in the
form of a base fee and a variable charge in the form of a usage rate. In other words, the annual reveaues
required from each user class presented in Table 7-7 would be recovered through a combination of a
fixed monthly base fee and variable usage rate. The base fec and the proposed usage rate for the
various user classes are discussed in detail.

Base Fee
A base fee is a cost recovery mechanism that is included in the rate structure to recover certain fixed .

and indirect costs. They provide a stable source of revenues independent of usage. We recommend
that the City continue its existing practice of applying a monthly base fee to all its users. However, we
recommend that the City modify its practice of applying different base fees to different user classes.
Instead, we propose that the City apply a uniform monthly basc fee to all its users.

Wastewater utilities incur direct costs that vary with changes in the quality and volume of flows
reccived and indirect costs that typically do not change with flow characteristics. Direct costs are
variable expenditures that include costs associated with collection, conveyance, treatment, and disposal
operations. Indirect costs arc fixed expenditures that relate to operational support activities including

_ accounting, sewer billing, customer service, and administrativeand technical support.

The indirect costs are essentially common-to-all costs that are independent of user class characteristics.
A base fee provides a mechanism for recovering these common-to-all costs and ensures-a stable source
of user revenues for the utility. To determine the monthly base fee, the City’s fixed indirect costs need
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to be identified. The City’s FY 2002 indirect costs that are used to determine the monthly base fec are
estimated based on the Muni indirect O&M costs and the City's share of Metro indirect O&M costs.
The City’s indirect costs for FY 2002 are estimated at $32 million. Table 8-1 presents details of the
costs included in the indirect costs. :

TABLE §-1 ESTIMATION OF INDIRECT COSTS USED TO DETERMINE BASE FEE

Awmolint
Description FY 2002
s
Mouni Indirect O&M (Management, Administration & Support) - Luflated ’ 51,260,000
Metro Indirect O&M (Management, Administration & Support): City's Share
Metro Admin 17,101,000
Central Support Facility 4,002,000
Technical Services Admin 2,426,000
Equipment Purchases & Income Credits ) ( 1.092.000)1
Other City Depts. Applicable to Sewer 3,396,000
General Accounting 243,000
Clean Water Program Admin 4,496,000
City's Share of Metro Indirect O&M (Inflated) 330,571,000
[Total Estimated City Indirect Costs allocated to Base Fee $ 31,831,000
($1,260,000 + $30,571,000)

As mentioned in the discussion of issues in Section 6, the stakcholder group preferred to set the
monthly base fee at under $10.00 and hence only 50 percent of Metro’s Clean Water Program
Administrationcosts were used in estimating the City’s share of Metro indirect costs.

Since the indirect costs are common to all users, we propose that these costs be shared equally by all the
City’s user accounts. The monthly base fee is obtained by dividing the FY 2002 indirect costs by the
total number of annual City’s user accounts. The estimated monthly base fee of $9.93 for FY 2002 is
shown in Table 8-2.

Usage Rate

The usage rate is the rate determined for each user class to recover the City’s variable direct costs. The
annual estimated FY 2002 revenues required, fess annual base fee revenues, are the revenucs that need
to be recovered through a usage rate. Table 8-3 shows the Base Fee revenues and the usage rate
revenues for FY 2002. ’
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TABLE 8-2 ESTIMATED MONTHLY BASE FEE FOR FY 2002

Description FY 2002
City's Estimated Indirect Costs $31,831,000
City's Estimated User Accounts 267,123
City's Monthly Base Fee (1) $9.93

NOTE:
(1) Annual indirect costs divided by (267,123*12)

TABLE 8-3 SUMMARY OF ESTIMATED BASE FEE AND USAGE CHARGE REVENUES

Amount
Description - $

(FY 2002)
City's O&M Cost of Service $130,040,000
Less City’s Indirect Costs (1) * ($31,831,000)
City's O&M less Indirect Costs $98,209,000
City's Capital Cost of Service $63,716,000
City’s Revenues Required from Usage Rates $161,925,000

NOTE: (1) Indirect costs to be recovered from all users through Base Fee.

Usage rates are developed for each user class based on the principle of maintaining inter-class revenue
neutrality. This means that cach user class would only pay its assigned share of costs of service (Refer
Table 7-7 for revennes required from each user class). Since.a portion of the revenues required from
each user class is to be recovered through uniform monthly base fees, each user class® usage rate needs
to be designed to recover only that portion of revenucs that is not recovered through the base fee.

Annual base fee revenues for each user class for FY 2002 are estimated based on the number of
accounts in a given class and the proposed monthly base fee of $9.93. The portion of revenues to be
recovered through usage rates is then determined by deducting the annual base fee revenues from the
user class’s FY 2002 cost of service. Table 3-4 shows the total assigned costs of service amount, the
annual base fee revenues and the annual usage revenues.
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TABLE 84

USER CLASS COST OF SERVICE, BASE FEE REVENUES AND USAGE REVENUES

Total Annual Annual

Sewer Baxsc Fee Usage

User Class Description Re - Rev Revenues
b s 3

Single Family Residential 77497,11 26,374,993 51,122,125
Multiple Family Residential 56J8720§| 3,575,992 52,611,210
Commercial/Industrial (< 25,000 gpd discharge) 34,054,47 1,861,518 32,192,958
WCommacinlllndnstrial {> 25,000 gpd discharge) ~ 26,017,205 17,874 25,999,331
|Total Annusl User Revenues 193.756,001l 31 ,830,377] 161,925,624

SFR and MFR residential users are a homogenous group with similar strength characteristics and user
rates can be established based on the usage revenues required and the estimated annual volume of
flows. However, commercial/industrial users vary significantly in terms of both the volume of
discharge and the strengths of TSS and COD parameters. Hence it would not be fair or equitable to
establish & uniform sewer rate for the entire commercial/industrial class. User rates have to be
establisbed for each of the proposed 110 user classes in the user class matrix. In addition, SWRCB
rules require that sewer rates be computed individually for each of the commercial/industrialusers that
discharge greater than 25,000 gpd of flow. The design of usage rates for the various user classes is

_discussed in the following subsections.

SFR Usage Rate and Computation of Bi-monthly Wastewater Charge

The proposed SFR sewer usage rate is estimated based on a 30-day average winter water usage with a
usage cap of 14 hef. The SFR user class annual wastewater flow is estimated as 100 percent return of
annualized 30-day-winter water usage. The proposed SFR usage rate for FY 2002 is estimated at $2.22
per hef of water. The usage rate is computed by dividing the estimated SFR FY 2002 usage revenue
requirement by the annualized billable winter water usage estimated using a 14 hef usage cap. Table 8-
5 presents the estimated SFR cost of service, water usage at various caps including the recommended
14 hefusage cap, and the sewerrate. :

The City should retain its existing method of computing monthly SFR wastewater charges, but with a
monthly usage cap of 14 hef iustead of the existing monthly usage cap of 10 hef. As in the existing
method, winter water usage during the months of December through March would be obtained and the
30-day average usage would be computed. The $2.22 per hof wastewater rate would then be applied to
this 30-day average water usage to determine a SFR user’s monthly usage charge. However, the
portion of the 30-day average usage that exceeds the 14 hef cap would not be billed. For instance, a
SFR user with a 10 hcf, 30-day usage would be billed a monthly SFR usage charge of $22.20. The total
monthly SFR wastewater charge for that user including the monthly base fee of $9.93 would be §32.13.

With the proposed usage cap set at 14 hof, the maximum monthly wastewater charge (inclhuding the
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. monthly base fee) a SFR user can be billed is $41.01.

TABLE 8-5 DETERMINATIONOF SFRUSAGE RATE

Monthly  Annuval Annual Monthly
Class Water  Wastewater  Revenue Sewer
Usage Cap Flow (1) Required Rate
(HCF) (HCF) %) )
SFR 10 20,088,909 51,122,125 2.55

11 21,040,675 SL,122,125 243
12 21,835290 51,122,125 235
13 22,508,166 SL122,125 228
14 23,070372 51,122,125 222
15 23,537402 51,122,125 218
16 23,926962 51,122,125 214

(1) Annual Wastewater Flow computed based on annualized 60-day
Winter Water Usage and is estimated as 100 % of
annualized winter water usage.

MFR Usage Rate and Computation of Monthly Wastewater Charge

The MFR Usage Rate is estimated based on annual MFR usage revenues required and estimated annual
.water use. Typical MFR wastewater flow is 95 percent of annual metered water usage. The proposed
MEFR usage rate for FY 2002 is $2.77 per hef of water. Table 8-6 shows the determination of MFR

usage rate per hef of water.

TABLE 8-6 DETERMINATION OF MFR USAGE RATE

‘Annual Annug)
Wastewater Usage MFR MFR
Flows Revenues Rate Rate
s s Shefof WW | Shicf of Water
iti-Family Residential 18116067  s2611512  $291 '
Rate per hef of Water (1) 2.77
NOTE:
(1) MFR Rate per hof of Water = $/bef of Wastewater * 95%
Ed sLack & VEATCH 8-5
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To compute monthly wastewater charges, the usage rate of $2.77 per hef of water is directly applied to
the user’s water consumption. For example, for a MFR user with monthly water usage of 20 bof of
water, the usage charge is $55.40. With the inclusion of the $9.93 monthly base fee, the total monthly
wastewater charge would be $65.33. For a MFR user with a return rate different than 95 percent return
10 sewer, the usage rate would be

(32.77/0.95)x Return facior x Water Usage

For an MFR user with 20 units of water use per month and a retum factor of 90 percent the usage
charge would be

(2.77/0.95)x 0.90 x 20 =$52.48

With the inclusion of the $9.93 monthly base fee, the total monthly wastewater charge would be $62.41.

Commercial/Industrial (< 25,000 gpd) Usage Rate and Computation of Monthly
Wastewater Charge

The development of wastewater rates for the commercial/industrial(s 25,000 gpd) user class involves 2
two step process, which includes the development of user class unit costs for flow, TSS and COD and
the detenmination of wastewater rates. The FY 2002 annual usage revenue requirement estimated for
the commercial/industrial(< 25,000 gpd) user class is first allocated to flow, TSS and COD. The cost
allocated to each parameter is then divided by this user class® annual flows and loadings to derive the
unit costs. Table 8-7 shows the development of commercial/industrial(¢ 25,000 gpd) user class unit
costs for the three parameters.

TABLE 8-7 DEVELOPMENT OF USER CLASS UNIT COSTS OF FLOW, TSS AND COD

Usage Tlow TS UnltCosta| Umit Costs
User Class Description R R R R Flow TS cop
s s ] s s $ s

[Commercaal/industral (< 25,000 gpd discharge) 32092958 | 19563661 ] 6,647.346] 5981,452] $2.0263 303425 30.123%

Based on the unit costs determined for the commercial/industrial(s 25,000 gpd discharge) user class,
wastewater rates are computed for each TSS/COD strength range in the matrix. The rates are computed
for each TSS/COD strength range based on the mid-point strength of the range. Table 8-8 shows the
developmentof rates for the classes in the matrix assuming 100 percent retum to sewer.

In computing monthly wastewater charges, the user’s wastewater flows are first determfncd by applying
the user’s assigned return to sewer percentage to monthly water usage. The rate specific to the user’s
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TABLE 8-8 DEVELOPMENT OF COMMERCIAL/INDUSTRIALRATE MATRIX (1)

(FY 2002)

TSS S = TS S TSS TS TS TSS S|

(mef)) 0300 101200 200300 301400 401500 501600 601700  JDI-800 801900 9011000

D X B T 1] E F G — T T
,] AR L YV]] kL vXE] LvE ) L v2: S ¢ 1 SR £V ] T% . B0
20140 BB 0237 58 27’ $3.00 sn 8.4 £.64 .85
WEm  OC 22 »3 095 £.16 837 058 2% $401
6180 DD 267 289 £310 831 1.2 814 (<13 $436
801-1000  EE 28 304 $325 £3.46 $68 889 $410 u3
1001-200 FF 29 819 $41 Ba (53} 5404 %425 $147
01140 GG s 835 £156 877 8% 3420 s441 6
013600 HE 8 B0 8N B2 s $3s $4.56 ST
1601100 W o4 £365 $387 $4.08 $429 $450 un M
18012000 W 359 5381 [, “n 44 .66 $a87 55.08
001200 KK 275 396 $$17 3438 M0 s S0 s

NUIE: (1) The rate for each TSSFCOD range 1s calculated based on med-point [oading of the range.
TSS and COD strength is then selected from the matrix and applied directly to the computed monthly

wastewater flows, Table 8-9 shows a sample monthly sewer charge calculation for a user with a

) ) monthly water usage of 25 hof, an assigned return to sewer of 80%, TSS of 380 mg/l and a COD of 620.
‘ TABLE 8-9 SAMPLE CALCULATION OF MONTHLY WASTEWATER CHARGE
Monthly Water Usage (hef) 25
Estimated Wastewater Flows (hef) (1) 20
'Wastewater Rate (§ per hef) (2) 331
Monthly Wastewater Usage Charge (3) 6620
Monthly Base Fee 9.93
Total -Monthly Wastewater Charges (4) $76.13
NOTE:

(1) Bascd on an assigned 80% return 10 sewer.

(2) Based on an assigned TSS of 380 mp/ and tOODot‘&OmglL
(3) Estimated Monthly flows times $3.31,

{4) Monthly usage charge plus monthly base fees.
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Commercial/Industrial (> 25,000 gpd discharge): Wastewater charges for Commercial/Industrial
users discharging more than 25,000 gpd are computed on an individual basis. Based on the cost of
service umit costs shown in Table 7-6 of Section 7, wastewater charges are computed for each user
mdivxdually 'I‘be annual wastewater charges computed individually for each large user account are
included in 8 I A sample monthly wastewater charge calculation for a large user with TSS
strength of640 mg/l and COD strength of 2,000 mg/] is shown in Table 8-10.

TABLE 8-10 SAMPLE MONTHLY CHARGE CALCULATIONFOR LARGE USER

Total Monthly
Monthly Tss TSS cop cop Monthly  Monthly  Usage
Fiow Charge (I)  BascFec  Charge (2)
(hof) (mg/) (Ibs) (mgf) (ibs) 3 3 $
1,064 640 4249 2,000 13,279 $5,558.86 $9.93 $5,548.93

Note:
(1) Total Monthly Charge computed based on the proposed cost of service
unit costs: Flow - $2.1403/hef, TSS - $0.3652/1b, and COD - $0.1303/1b.

(2) Monthly Usage Charge is Total Monthly Charge Jess Monthly Base Fec.

ADEQUACY OF PROPOSED RATES AND CHARGES

The rates as proposed in this report should generate adequate wastewater user revenues to meet pro-
jected requirements throngh FY 2003. We recommend that the City conduct a financial review during
FY 2003 to review program changes and adjustments, and the adequacy of expected revenues for FY
2004 and subsequent years.

IMPACT ANALYSIS

Black & Veatch performed an impact analysis to cvaluate the impact of the proposed changes to user
classification, the changes to the SFR usage cap level, the introduction of the COD parameter and the
changes in rate design. The unpacts of each of these changes among user classes and within user
classes are discussed below.

User Classification

The proposed changes to user classification relate primarily to commercial/industrialuser classes and
hence there is no impact op the SFR and MFR residential user classes due to user classification
changes. In the proposed classification, commercial/industrialusers with greater than 25,000 gpd of

KX sLack & VEATCH 8-3

6-30-05 COS SEC Subpoena



Section 8 - Rate Design

discharge have been categorized as large users into a separate class as required by the SWRCB revenue
program. These users may sce an increase or decrease in their bi-monthly wastewater charges
depending on whether they arc at the low or high end of the TSS/COD range. The change is due to the
fact that charges are to be computed on their actual TSS/COD strengths instead of the existing method
where charges are based on the user class rate matrix.

Commercial/industrialusers with less than 25,000 gpd may see an increase or decrease in bi-monthly
charges due to the fact that users in the proposed classification are categorized based on TSS/COD
instead of TSS/Retumto Sewer. This leads to reconfiguration of users within the matrix. For instam.:c
two users who belong to the same TSS/Return to Sewer class in the existing user class matrix may, in
the proposed classification scheme, belong to two different classes due to the differences in their COD

strengths.

Usage Cap

The usage cap applies only to the SFR user class and hence the proposed change to the usage cap
level would not impact the other user classes. However, it would impact the users within the SFR
class. The increase in the level of the cap from 10 to 14 hef results in the lowering of per-unit usage
costs, which would benefit all SFR users with water usage less than 10 hef per month. Since usage
up to 14 hef is to be billed under the proposed method instcad of the existing 10 hef, bills could be
higher for users with high water usage.

COD Parameter

The introduction of the COD parameter will result in revenue redistribution between residential and
commercial/industrial user classes and also ‘impact certain wuser classes within the
commercial/industrial éategory. Many commercial/findustrial user classes have high concentrations
of COD. Residential TSS (265 mg/) is comparable to average system TSS (269 mg/l). However,
Residential COD (450 mg/l)-is Jower than system COD (610 mg/T). Therefore, introduction of the
COD parameter results in a shift in cost burden from the residential to the commercial/industrial user
classes. -

Within the commercial/industrial category, there is wide variability in TSS and COD Ms and
the introduction of COD may result in sewer charge increases for user classes with high COD and
sewer charge decreases for user classes with low COD.

Rate Design

The proposed fee structure with uniform base fee for all users will result in sewer charge changes for
many user classes. The existing 2001 monthly base fee for MFR and commercial/industrial users is
just $0.51, hence the proposed uniform monthly base fee of $9.93 would impact all non-SFR user
classes. However, the recovery of a larger portion of user class cost of service through the base fee
will lead to lowering of user class unit costs — a benefit for higher volume dischargers in each class.
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The overall impact on any given user or user class depends on one or more of the factors discussed
above. The combination of changes proposed, including user reclassification, introduction of COD
and the establishment of uniform basc fees, however, results in a fair and equitable cost allocation
among the various user classes.

Table 8-11 shows monthly SFR wastewater charges under the proposed rates and existing 2001 rates
at different Jevels of water usage. Under the proposed rate structure, after March 2002, all SFR users
will benefit as shown in Table 8-12. Table 8-12 also shows the impact on a sample of
commercial/industrial user types and on SFR and MFR user classes based on the proposed method
and existing method using March 2002 rates. Most MFR customers will benefit under the proposed
fates. Impacts on commercial customers are mixed depending on their flow and strength.

TABLE 8-11 COMPARISON OF PROPOSED RATES AND EXISTING 2002 RATES

oposed | Existing
Method Method Monthly Percent
Monthly | Monthly Monthly Charge Charge
Usage | Charge Charge | Difference] Difference
(FY 2002) } (FY 2002)
(HCF) s $ 5 %
A 1 12.15 12,71 056  -4.4%
: 2 14.37 15.99 -1.62 -10.1%
. - ) 3 16.59] 19.27 -2.68 -13.9%
‘ 4 18.81 255 37|  -16.6%
5 21.03 25.83 -4.80 -18.6%
6 23.25 2911} - -5.86 -20.1%
7 25.47 32.39 -6.92 -21.4%
8 27.69, 35.67 -7.98 -22.4%
9 29.91 38.95 -9.04 -23.2%
10 32.13 42.23 -10.10 -23.9%
11 3435 42.23 -2.88 -18.7%
12 36.57 42.23 -5.66 -13.4%
13 38.79 42.23 -3.44 -82%
14 41.01 4223 ~1.22 2.9%
15 41.01 4223 -1.22 29%
16 41.01 4223 -122 2.9%
Note:
Proposed and Existing Monthly Charges include

monthly base fee and usage fee. The proposed charges are

based on & usage cap of 14 hefand a 7.5% rovenve

requirement adjustment. The existing monthly

charge is based on 10 hcfusage cap. .
IMPACT ON SFR USER CLASS
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TABLE 8-12 IMPACT ON A SAMPLE OF USER CLASSES (1)
PROPOSED METHOD VS. EXISTING METHOD - 2002 RATES

Chss Class Fonthly Charges (1) Ditference
- User Class TSS coD [“Fropescd  Exotmg | Froposed vs Exiting |
Wastewater Range  Rasge Methed ' Methad
Flow MG/L MG/L 2002 2002 3 %
<= 23000 gpd Comnicreial (1)
|Bospltals (heh) 101-200  401-600
Lo. Monthly Flow R 70 $201.03 $200.05 $0.98 %
Med Mouthly Flow 200 $535.93 $570.55 -$14.62 -3%
Hi, Monthly Flow 730 $2,057.43 $2,138.05 -$80.62 4%
| Printing/Grapkics Services 201300 201400
A . To. Momthly Flow 10 $37.83 $31.95 3338 18%
: Med Monthly Flow 60 $117.33 $138.95 -$1).62 -6%
Hi. Monthly Flow 200 $567.93 $628 55 -§60.62 -10%
Offices/Auso Service Statloens 201-300 401-600
To_ Monthly Flow 15 $34.18 $47.65 $6.13 14%
Med Monthly Flow 60 $186.93 S188.95 -£202 -1%.
Hi. Monthly Flow 200 $599.93 $628.55 -$28.62 -5%
Aute Deslers 301-900  401-600
La Monthly Flow 10 $52.13 $49.45 26 %
Med Monthly Flow 66 $263.13 $293.95 -$30.82 -10%
Hi. Moathiy Flow 150 $64293 $734.05 59112 -12%
Retall/Commercial Businesses 201-300 1001-1100 .
0. ow 15 $63.08 $47.65 $13.43 28%
Med. Monthly Flow 60 - 3214.53 318895 $25.53 4%
Hi. Monthly Flow 250 $862.43 378535 3$76.3% 10%
Hotels 301-400 601-300
. To. Monthly Flow 60 $208.53 $205.75 $2.7% %
R Mcd. Monthly Flow 250 $837.43 $855.55 -$18.12 2%
N Hi. Monthly Flow TO0 $2.326.93 - 3239455 -367.62 3%
. {Minl-Shopping Centers 60)-700 1001-1200
Lo. Mouthly Flow 30 $13743 $129.85 3$72.58 6%
Med. Monthly Flow 70 $30743 $302.25 35.13 2%
Hi. Monthly Flow 200 $859 93 $862.55 -52.62 0%
Undastriat Laundry 601.700 120)-1400
To. Monthly Flow 150 $671.43 $647.05 $24.38 4%
Med Momthly Flow 350 $1,553.43 $1,509.05 $44.38 %
Hi. Monthly Flow 300 $3,537.93 $3,448.55 $89.38 I%
|Food Service Establishments 6061-700 1501.2000
To. Monihly Flow 15 58293 365,20 317,78 2%
Mecd Monthly Flow 50 325343 $2)6.05 $37.33 1%
Hi. Monthly Flow 150 $740.43 $647.05 $9338 4%
{Supermarkets 801-500 1601-1800]
Lo Monthly Flow 30 $164.13 $147.25 $16.88 1%
Med Monthly Flow 70 3369.13 $342.85 $26.88 %
Hy. Monthly Flew 200 $1,037.93 $978.35 $59.38 6%
. l%esidelthl
N ultl Family Residential Class 201-300  203-400
Lo. Monthly Water Usage 35 $162.28 $160.60 s162 1%
Med Monthly Water Usage 500 $1,394.93 $1,455.55 -$60.62 A%
Hr. Mosthly Water Usage 1000 $2,779.93 $2,910,55 -$130.62 4%
VSingle Family Residential Class (3) 201-300 201400 .
Lo. Momthly Water Usage 4 31881 $22.55 -$3.74 ~17%
Med. Monthly Water Usage 10 $32.13 $42.23 -$10.10 ~24%|
Hi. Mouthly Water Usage 14 : $41.0) $42.23 $122 -3%]
Note:
{1) The momthiy charpes & wader proposed and existing rate scensnios refiect the 7.5% revemuc sdjusuncit cffcciive Merch 2002

() Busiacsscs other than those Fisted may fall in the strength renges indicated
3) The proposed water usege cap is 14 bof and the cxnting usage cap is 10 hef
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REVENUE PROGRAM

The revenue program developed as part of this Study is designed to meet all aspects of SWRCB
guidelines including identification of costs, user classification, allocation of costs, and design of rate
structures.

Black & Veatch compiled and reviewed the City’s financial information to ensure that annual O&M
costs including replacement costs are identified and aggregated by wastewater functions. Other costs
including capital costs related to expansion of system facilities, debt service costs and operating and
capital requirements were also reviewed to- ensure that they are aggregated and maintained in
accordance with SWRCB guidelines.

The City’s user classification was reviewed. Uscrs and their associated flows and loadings were
jdentified and where necessary, users were reclassified to ensure compliance with SWRCB revenue
program requirements. In this Study, users with similar characteristics have been identified and
grouped so that the costs of the system could be allocated to the classes in proportion to the user
classes’ demand on the wastewater system.

In accordance with the revenve program requirements, the City’s annual costs were identified and
allocated to the parameters of flow, TSS and COD in proportion to the percentage of costs that these
three parameters represent. The functional-design method has been used to allocate the City’s retail
sexvice area costs to the parameters. The allocation of costs is consistent with the proportional and
system-wide allocation approach, which has been approved by the SWRCB and that is currently
outlined in the contractual agreements between the City and its PAs.

The rate structures designed in this Study incorporate the COD parameter as mandated by the SWRCB
and provide for a system of user charges that enable fair and equitable recovery of costs from the
various user classes.

Overall, this Study conforms to the revenue program guidelines in that it complies with the
requirements mandated by the SWRCB and is designed to ensure recovery of costs in proportion to

services received.

* The preceding sections of this report discussed all aspects of the Study from financial planning through

development of wastewater rates. The user charge system that is designed to recover the costs of the
system includes not only wastewater user rates but also one time capacity fees that are charged to users
that join the system. Black & Veatch reviewed the City’s capital projects, capacity of various facilities,
the existing capacity fee design and the adequacy of the City’s existing capacity fees. The capacity fee
review is discussed in the final section of this report.
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Section 9
Capacity Fee Review

As indicated in Section 5, one of the sources of system revenues is the one-time capacity (developer)
fee that is applied to al} users that connect to the City’s Regional Wastcwater System. This section of
the report outlines the existing capacity fee structure, the regulatory requirements, computational
methods, the approach used in this Study to compute capacity fees and the capacity fee schedule.

The City applies two types of one-time fees to its wastewater system users: Capacity Fees and
Connection Fees. A capacity fec is a one-time fee which is charged for new, additional or larger
connectionsto the City’s wastcwater system. Capacity Fees recover the costs associated with providing
additional facility capacity to new users and cxisting users requiring additional capacity. Connection
fees are used to recover costs associated with the physical installation of lateral connections to sewer
mains, and can be thought of as “plumbing charges™. The scope of this study is limited to a review of
the Capacity Fees. ’

CAPACITY FEES

The City’s users and the PAs are required to pay capacity charges in proportion to their anticipated use
of the system. The PAs system of capacity charges inchudes both an Existing Capacity Charge (ECC)
and a New Contract Capacity Charge (NCCC). PAs are charged an ECC for a specified period and are
billed annually at the beginning of the calendar ycar. PAs that require new contract capacity are
charged a NCCC in the amount required to provide the New Contact Capacity. The terms of
determining the ECC and NCCC are outlined in the Regional Wastewater Disposal Agreements
between the City and the PAs that participate in the regional system. The following sections of the
reportrelate specificallyto the City’s service area Municipal Capacity Charges.

Existing Capacity Fees

The City’s existing capacity charge, based on Equivalent Dwelling Units (EDU), is a one-time charge
determined as per the City’s Municipal Code Section 64.0410. An EDU is defined in terms of volume
of wastewater flow discharged or the number of plumbing fixture units, which equate to an EDU. The
City’s EDU’s are defined as follows:

= 280 gallons per day of wastewater flows = 1 EDU for single family residences
= Twenty Plumbing Fixture Units = 1 EDU for non residential users

The minimum capacity assigned to any sewer connection is one EDU. MFR units having individual,
City read water meters are charged one EDU per unit, while MFR units that share a common water
meter are charged based on a density-adjusted formula. The formula is based on the theory that the
more units per acre, the smaller the unit and therefore the less sewer capacity needed. The
Departmental Instruction governing the application of sewer capacity charges is included as Appendix
9-1.
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[Fiedy Griiths - Re: Cost of Servics Sy ) ~—Page ]

|
® 9

From: Sharon Brown

To: Hedy Griffiths

Date: Monday, May 15, 2000 11:08:25 AM
Subject: Re: Cost of Service Study

Hedy,

I am assuming that they are trying to characterize the flow. They want to know flow, COD and SS,
inflitration and inflow data, growth rates and the masterplan. They also want the number of service
connections, and detailed account data but | assume they are getting that from the Water Dept. (and that
is what | advised Eric). They want COD and SS for the larger {more than 25,000 gpd) water users and for
industrial users with discharge permits. 1 think Barbara Sharatz can give them that if its avaflable.

Also Peggy suggested | check with Waiter Knopka about plant capacities, flow and growth rates.... or with
Alan Langworthy who might have a report for the NPDES permit. So I shali.

>>> Hedy Griffiths 05/12 4:44 PM >>> o
Sorry, my brain burped. Yes Sharon - this info should be requested (preferably by Dennis) in writing to
Guann Hwang of the Flow Modeling Group.

Aclually, | am a little confused, why is this requested for the Sewer Cost of Service group.

I think there is another party in the City - WWC who does I/l studies - Bob, do you recall?

>>> Robert Cherwink 05/12/2000 1:19:53 PM >>> .

I have meter data, | haven't done any analysis as to 1&1, and | couldn't do 3 years worth by midweek. |
thought this is what the Fiow Modeling Section was suppose to take over anyhow.

Bob C.

>>> Sharon Brown 05/12 8:11 AM >>>
Bob,

We have a data request from Dennis Kahlie for the Sewer Cost of Service Study. Hedy thought you could
provide me with the following information:

- infiltration and inflow data for the last three years, City only.
Do you have this, and the source? Thanks. | need this by mid-next week.

Griffiths-956 COS007354
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BLACK & VEATCH CORPORATION

6 Venture, Sulte 315, tivine, CA 92618  (949) 7834234 Fax (949) 753-1252
' February 18. 2000

Mr. Dennis H. Kahlie

Utilities Financing Administrator
City of San Diego

202 C Street, MS 7B

San Diego, CA 92101

Dear Mr. Kahlie: 1

Black & Veatch is pleased to present this proposal to the City of San Diego (City) for a
Sewer Cost of Service and Rate Design Services. We believe the City’s needs can best
be met by the Black & Veatch team. Our unique combination of qualifications and
experience will ensure successful implementation of forward-looking solutions that will
be of benefit to the City and its constituents,

The City needs to develop a fair and equitable revenue program with the following
characteristics:

Recovers adequate revenues to cover operating and capital costs

Provides equitable distribution of costs to users in proportion to the cost incurred in
providing service

Minimizes rate shock or impacts to customers

Meets State Water Resources Control Board guidelines

Is casy to implement and administer

Designed with a renewed approach so that stakeholders can develop objective
perceptions and develop confidence in the consultant and recommendations

Is easy to understand, is acceptable to and supported by the public and politicians
Meets City’s policies

s & o o o o

Our proposal addresses each of these needs. We are confident that our project team will
meet and exceed the City’s expectations and requirements. The Executive Summary
briefly discusses how we will address your needs. The sections following the Executive
Summary present our scope of services and all other information requested by the City.

We are eager to provide value-added bencfits to the City. If we can be of further
assistance please call me at (949) 788-4234.

Very truly yours,
BLACK & VEATCH

%: Mr}a@—
Sudhir Pardiwala, P.E.
- Senior Project Manager

Montano-502
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Executive Summary

The City of San Diego (City) wants to develop a wasiewater revenue program that is fair and equitable
and meets State Water Resources Control Board (SWRCB) requirements.

Heightened environmental interest and awareness, economic considerations, and increased expectation of
fairness and equity, have increased customers® interest in the rates and rate design process. This has had a
substantial impact on utilities and their customers. Sewer and water charges cannot be taken for granted.
Increasingly, social considerations play an important part in rate design and are used to help successfully
implement rates with minimal political impacts. An important element of the project is to educate and
obtain input from stakeholders so that they understand and support the changes in rate structure. The City
necds a consultant with strong technical and financial qualifications and experience to perform a cost of
service and rate design analysis. The cover letter highlights the City’s needs. This Executive Summary
presents how we will provide value-added solutions that will benefit the City’s constituents.

The Team

We have assernbled a dynamic team to conduct the sewer cost of service and rate design study. The
composition of the team includes:

® A strong and committed Project Manager with over 23 years of experience. Much of that
experience is on similar projects in California. He is currently assisting the City of San Jose and
the County of San Bemardino with similar studies. Some of his other major projects in
California include Orange County Sanitation District, Carlsbad Municipal Water District, and
Cities of Oceanside and Chula Vista. He has a consistent record of producing quality work on
time and within budget.

® An experienced public outreach subconsultant, Katz & Associates (Katz). Katz has many years
of experience working with the City. Their knowledge of the issues and sensitivity to political
needs will be of great benefit to obtain approval of the revenue program. We have conducted
outreach programs with stakeholder groups in many major cities to effectively implement
solutions.

* Rate study experts from Black & Veatch’s Management Consulting Division who will review the
project deliverables throughout the course of the study. The City will derive the benefit from the
experience these experts have had in implementing solutions at major metropolitan cities
throughout the United States. They are active members of the Finance and Rate Commiittee of
the WEF.

* A technically qualified support staff with engincering and business qualifications that has
performed dozens of similar cost of service studies in California. The ample resources we
possess will ensure timely completion of the project.

Our Approach

Our cost of service approach involves four major steps - the identification of functional components
of operating costs, allocation of the functional costs to cost components such as flow, Chemical

-
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Oxygen Demand (COD), and Suspended Solids (SS), determination of the costs of service, and the
allocation of component costs to the different customer classes. .

Our approach, which has been honed by the completion and implementation of over 2,000 rate
studies all across the United States will lead quickly and effectively to the desired solutions. The
major elements of our approach include:

- Identification and fine wning of objectives and issucs

- Data compilation, review, and analysis

- Review of the financial plan

- Education of stakeholders and solicitation of stakeholder input

- Cost allocation to the functional cost components*

- Design of rate structure and rate alternatives

- Assistance with presentation and implementation of the revenue program
- Assistance with approval of the revenue program by the SWRCB

Our Experience

Black & Veatch is the premier firm in the nation in the area of water and wastewater cost of service
and rate studics. With a portfolio of over 200 cost of service studies in California and over 2,000
such studies across the nation, we have the breadth of experience, qualifications, credibility, and
resources required to conduct a comprehensive study like the one desired by the District. We conduct
rate studies for over 75 percent of the large metropolitan agencies in the country and many of these
agencies use our rate model for financial planning and rate updates. The ratc model has been

‘ developed with input from numerous agencies and provides features that make it user-fricndly. The
quality and functionality of this model is unmatched in the business.

With our use of our sophisticated busincss management tool, BISNET, we will provide effective
project management by effectively managing both the project schedule and the budget, throughout the
course of the project.

We will maintain a strong communication and working relationship with City staff, policy makers and
stakeholders to ensure that there are no surprises and to achieve a result that is fair and equitable. The
combination of a strong project team, our tricd and tested approach, our years of rate study experience
will enable us to satisfy the needs and exceed the expectations of the City.

£ BLACK & VEATCH Es2
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A. Direct Experience of Firms

Black & Veatch

Black & Veatch has worked with numerous large municipalities, such as the City of Los Angeles and
Orange County Sanitation District, conducting studies specifically for the purpose of reviewing cost
allocation methodologies. Other agencies for which Black & Veatch has conducted cost of service rate
studies include Imperial Beach, Port Hucneme, and Rialto, California. In addition, Black & Veatch has
conducted over 2.000 rate smdies throughout the U.S., each involving a review of the cost of service
{COS) allocation methodologies.

Black & Veatch is currently performing cost of service studies for the cities of Windsor, Madera, and San
Jose, California and County of Kauai, Hawaii. The City of Los Angeles has again retained Black &
Veatch this year to develop for their wastewater enterprise, a rate model incorporating cost of service
methodologies. The study for the County of Kauai involves reviewing and expanding their existing
customer classes to achicve equitability among the classes. As part of the ongoing wastewater study for
the City of San Jose, Black & Veatch recently developed an issues report that discusses various issues to
be addressed during the cost of service rate study. One of the issues includes reviewing and expanding
the City’s customer classifications to meet SWRCB requirements for faimess and equity.

Black & Veatch has extensive experience in working with local, state and federal funding agencies. We
have successfully obtained low interest loans, grants and debt financing to fund a variety of projects. We
have working relations with lobbyists at both the federal and state level to facilitate grant appropriations.
Black & Veatch offers expertise in packaging the loans and in expediting the loan approval process.

Black & Veatch has successfully applied for and obtained loans in the past under the State Revolving
Fund (SRF) program. We have saved for our clients millions of dollars in interest costs and issuance
expenses by effectively meeting loan requirements and getting loans approved in a short period of time.
Most recently, we assisted the City of Rialto in obtaining over $22 million in SRF funds for their
wastewater treatment plant expansion in a record time of three months. Other clients we have assisted in
obtaining SRF funds include the City of Burbank, City of Corona, Orange County Water District,
Eisinore Valley Municipal Water District, and the City of Riverside. Currently, we are assisting the
Town of Windsor with their SRF loan application process for their wastewater treatment plant
improvements.

B. Role of Subcontractor
Katz & Associates Inc.

Katz & Associates Inc. is a full service communications firm specializing in the development and
implementation of public affairs programs to support public works and environmental projects. With
headquarters in San Diego and offices in Las Vegas and Sacramento, Katz & Associates offers a diverse
team of communications professionals with expertise in cormmunity relations, consensus building,
stakeholder research, media relations, environmental review services, public process participation,
government relations and coalition management.

E"‘;.BLACK & VEATCH 1
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Katz & Associates will oversee all public involvement efforts for the project including providing stratcgic
counsel to City staff, assisting the City stakeholder group formation, stakeholder interviews, and
coordination and facilitation of all stakeholder meetings. They will also assist with the development of
the Stakeholder Summary Report. The level of public involvement efforts required will be finalized in
consultation with the City.

C. Working with Stakeholders’ Group

Black & Veatch in collaboration with Katz & Associates designed, organized, coordinated, and facilitated
a l4-member community working committee as part of the water rate study services performed for the
Carlsbad Municipal Water District (District). The District received unanimous support from the
committee for the open process used to involve the commumity in the rate structuring. Katz & Associates
has been involved in a number of other public involvement programs in the San Diego region. They
assisted the City of San Diego Water Department in forming a Public Advisory Group; coordinated
twelve workshop meetings; scheduled more than 60 presentations; and assisted in media outreach
activities.  Katz & Associates also assisted the San Diego County Water Authority in community
outreach efforts to gain community support for the $500 million emergency water storage project.

D. Personnel and Responsibilities

Black & Veatch has assembled and dedicated a highly experienced Project Team to perform the proposed
study for the City. All team members have successfully performed studies of similar nature 10 those
required by the City. A description of the roles and capabilities for each team member is provided in this
section. An organization chart for our project team follows:

CITY OF SANDIEGO. -

| PROVECTMAMAGER™
Sudhir Pardiwala, PE.

" REAEW COMM

Willom Stannard, PE.
Bort Foster, PE.

T PUBIIC RETANCNSE S Doenanciacrevey . T poucY CERREvER S
Prabha Kurnar Jacob Boomhouwet. PE

Kathy Gee
Hong Tion

Doug Sain
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William G. Stannard, Review Committee

Mr. Stannard, Head of ‘the Management Consulting Division, will serve in the quality control/project
review committee. Mr. Stannard has extensive experience in managing complex financial and
management studies. He has managed numerous comprehensive financial and management studies
nationwide covering utility planning, cost of service and rates, capital improvement financing, and bond
feasibility swdies. He is a nationally recognized expert in utility rate design practices. He is currently
serving as Vice-Chairman of WEFs task force that is updating the Financing and Charges for Wastewater
Systems manual. Clients include Detroit, MI; Kansas City, MO; Bloomington and Columbus, IN;
Cincinnati and Columbus, OH; and the Puerto Rico Aqueduct and Sewer Authority.

Bart Foster, Review Committee

Mr. Foster's principal area of experience has involved providing comprchen:f»ivc financial gnd
management consulting services related to cost of service, managing financial planning, and rate design
studies for wastewater utilities. Mr. Foster's combined technical. financial, and computer sk.nlls !mve
proven well suited to address the challenges facing municipally owned utilities. Some of his clients
includes Detroit and Kalamazoo, MI; Columbus and Cincinnati, OH.

Sudhir Pardiwala, Project Manager

Mr. Pardiwala will serve as Project Manager on this assignment. He has over 23 years of experience with
rate and financial studies in California. Mr, Pardiwala will be directly responsible for the execution ?f
your project including presentation of results. He has strong communication abilities, has worked in
public groups and committees to present the background, issues, concerns in rate setting and proposed
alternatives, discussed impacts and provided leadership to achieve the results that lead to successful
implementation. Some of Mr. Pardiwala’s recent clients include the cities of San Jose, Carlsbad.
Occanside, Chula Vista, Del Mar, Encinitas, and special districts such as San Bemnardino County, Ojai
Valley Sanitary District. Mr. Pardiwala is thoroughly familiar with the requirements of EPA and the
California Water Resources Control Board for wastewater rates and Proposition 218.

Jacob Boomhouwer, Policy Issues Review

Mr. Boomhouwer has over 25 years of experience with the firm, during which time he has served as
consultant to all levels of government, municipal and investor-owned utilities, and industry. ‘Mr.
Boomhouwer will serve in consultative role to the project on specific policy issues. His recent clients
include the cities of Imperial Beach, Los Angeles, Imperial, San Buenaventura and Fullerton, Ca!ifomifl.
In addition, Mr. Boomhouwer’s clients also include the Green Bay Metropolitan Sewerage District in
Green Bay, WI; American Bottorns Regional Wastewater Facility in Sauget, IL; and citics in Phoenix,
AZ. Mr. Boomhouwer has extensive experience with rate studies involving industrial wastewater flow.

Prabha Kumar, Financial Apalyst

Ms. Kumar will assist with the financial analyses for the project. Her experience includes cost of service
and rate studics, conducting feasibility, Activity Based Costing, economic analysis, and strategic planning
swdies. Her recent studies include water and wastewater cost of service studies for the cities of
Cloverdale and Madera, CA. Other clients she has worked with include Buena Sanitation District, Long
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Beach Watcr Department and Elsinore Valley Municipal Water District in California, American Bottoms
in Sauget, IL, and Water Services Department, City of Phoenix, in Arizona.

Kathy Gee, Financial Analyst

Ms. Gee will assist with the financial analyses for the project. Her experience includes modeling for rate
studies and industrial pretreatment studies, and bond feasibility studics. Recent studies in which she has
participated in include Goleta Water District, Ojai Valley Sanitary District, Carisbad Municipal Water
District, and County of San Bemardino, CA.

Hang Tran, Financial Analyst
.

Ms. Tran will assist with the financial analyses for the project. She has been involved in numerous
wastewater rate and cost of service studies involving industrial wastewater flow. Ms. Tran is thoroughly
familiar with the requirements of the California Water Resources Control Board for wastewater rates.
Some of her recent projects include cities of Imperial Beach, Port Hueneme, Upland, Santa Ana, and
Imperial, CA. Other clients include County of Kauai, HI and American Bottoms Regional Wastewater
Facility in Sauget, IL.

Mark Pettris, Public Relations Committee

Mr. Pettris will head the public relation committee and coordinate day-to-day activities for the public
involvement program. He will conduct all stakeholder interviews, coordinate aides bricfings, and
coordinate logistics for all Public Advisory Committee meetings. Mr. Pettris specializes in the
coordination and implementation of community and media relations, public affairs and public information
programs. Mr. Pettris currently handles public outreach campaigns for the Helix Water District Flume
Replacement Project, the Oceanside Unified Schoo! District, and the Port of San Diego’s Airport Master
Plan.

Sara Katz, Public Relations Committee

Ms. Katz has spent 20 years in public outreach and has developed a recognized speciaity in constructing
effective community relations programs for public policy issues. She will oversee all public involvement
efforts for the project and provide strategic counsel to City staff and the technical consultant. Ms. Katz
will also assist with development of the Stakeholder Summary Report and provide assistance in the
Comprehensive Study Report. She has served as a strategist on a number of public participation
programs with public agencies in California, Nevada, Texas, Georgia and Florida. Ms. Katz has overseen
the public participation programs, incorporating stakeholder involvement with the City of San Diego
Strategic Plan for Water Supply; MTDB Mission Valley East Extension, and San Diego Unified Port
District/Airport Master Plan.

Lewis Michaelson, Public Relations Committee

Mr. Michaelson is a professional meeting facilitator with 10 years experience in convening, facilitating
and moderating workshops, public meetings, citizen advisory groups, and technical exchange meetings.
Mr. Michaelson will assist in facilitating the Public Advisory Committee meetings. He is currently
serving as a facilitator for the Southern Nevada Water Authority’s Integrated Resource Planning Advisory
Committee in Las Vegas, and for the Upper Chattahoochee Basin Group Lake Lanier Water Quality
Swdy Citizens Review Cornmittee.

.
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Patricia Tennyson, Public Relations Committee

Ms. Tennyson provides facilitation services to various clients and has assisted with the coordination and
facilitation of numerous public working committees. She will assist in facilitating the Public Advisory
Committee meetings. Most recently, she served as the public affairs director of the San Dicgo County
Water Authority, in which she served as a link between the Authority and its member agencies, other
governmental entities, the media and the community at large. In addition, Ms. Tennyson interacted
regularly with elected officials throughout the County and was the primary public affairs strategist for the
Authority.

Doug Sain, Policy Issues Review *

Mr. Sain’s background includes providing government, public affairs and imaging consulting with an
emphasis on public infrastructure and financing. Most recently, he served as the City of San Diego’s
Council Committee Consultant on Natural Resources and Culture, where he provided the Council and
public with policy analysis about matters before the Committee, such as the City’s wastewater, water
solid waste, and others. Mr. Sain will serve in consultative role to the project on specific policy issues.

E. Approach to Completing Work

Project Understanding and Objectives

This section of our proposal presents our understanding of the issues and challenges involved in
conducting the wastewater cost of service rate study for the City of San Diego (City), Metropolitan
Wastewater Department (MWWD).

The City’s current retail sewer charges are based on the last cost of service study performed in 1998. The
sewer charges for the City’s retail customers are based on flow and suspended solids (SS) but not on
chemical oxygen demand (COD). The City currently has four categories of retail customers, which
include single-family domestic, other domestic, commercial, and industrial customers. Single-family
domestic customers have an individualized flat sewer rate, which is based on prior year’s average winter
water usage and SS concentration, and multi-family domestic customers arc charged based on actual
metered usage and SS concentration. Commercial and industrial customers are charged based on a rate
matrix of SS concentrations and return-to-sewer component, based on actual metered water usage.

There is room for increasing equitability in the current rate structure. The City is thercfore keen on a
comprehensive cost of service study that would provide for equitable and fair allocation of costs to all the
customers and would satisfy the State Water Resources Control Board (SWRCB) requirements. A
comprehensive evaluation of the utility’s revenue requirements, costs of providing service, and rate
design based on sound engineering and economic principles will ensure that costs are fairly apportioned
to various customer classes and rates are designed to equitably recover utility service costs.

There is no single fair and unique solution when designing rates. Rate structure alternatives that best
meet the City’s nceds can be generated. The successful implementation of rates will be facilitated
through public invelvement and an outrcach program involving stakeholders so that they understand the
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cost of service and rate setting concepts and methods. The effort and time spent in educating stakeholders
will pay for itself many times during implementation.

Objective

The objective of the work plan is to develop a fair and equitable revenue program that can be easily
implemented and updated for the wastewater systems. Our team will work with the City staff to achieve
the following objectives:

* Revenue Plan. Revenue sufficiency is a key element of the revenue plan. This ensures that
enough revenues are available to meet the operating and capital expenses of the wastewater
enterprise. The revenue plan should be based on the SWRCB guidelines and be in
compliance with federal and state regulations and Clean Water Act requirements.

* Fairness and Equity. If rates are perceived to be fair, equitable users are more likely to
support changes in rates and rates structure.

s Reserves. Reserve funding is an important element of a revenue program. It enhances equity
since all existing users pay for use of the assets. Cash reserves are used to meet working
capital requirements, provide the cash for rate stabilization, meet emergency requirements,
and help in running a sound financial system. Adequate reserves also provide better ratings
for issue of debt. Our approach will be to recommend an adequate level of reserves to meet
the City's requirements,

e Cost of Service. The City desires a cost of service analysis that is based on sound cost-
causative principles. The proposed rate structures should meet the requirements of
Proposition 218. The Black & Veatch tcam with its strong engincering and business
qualifications, and experience in assisting numerous agencies in California and across the
U.S. is ideally suited to analyze the existing system and the relative load placed on the system
by the different user classes.

¢ Alternative Rate Structures. An important objective of the study is to develop altemative
rate structures and associated schedules of rates that provide for equitability amongst
customer classes and meet the requirements of the revenue plan and MWWD’s policy
objectives. For cach alternative, we will also review the impacts within each customer class.

¢ Stakeholder Involvement Involving the stakcholder group and obtaining their input
throughout the rate study process will build support for the reccommendations developed. Our
team’s experience in working with stakeholders and our presentation skills will be
instrumental in building confidence amongst stakeholders so that council approval and
implementation can be easily achieved.

Project Approach

Black & Veatch firmly believes that utilities can best manage costs and corresponding rate revisions
through a combination of long-range financial and capital planning while utilizing the annual budgcting
process to systematically implement approved plans. Comprehensive rate analyses permit better policy
decisions to be made about a variety of subjects of interest to the City because impacts on rate payers are

-
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readily determined prior to final decisions. The following sections highlight several key elements of our
proposed approach that address stated objectives of the Departrnent.

Strong Communication and Working Relationship with Stafi, Policy Makers, and the
Public

Black & Veatch welcomes the involvement of City staff and the stakeholder group during the study. We
recognize such involvement as important for the exchange of ideas, the development of practical
recommendations, and the smooth implementation of the new rates and charges.

Our project team will facilitate workshops, public forums and other public involvement activitics
throughout the study to educate the stakeholders about the rate design process and concepts and to seek
their input. While the feedback will be valuable in decision making, it will also ensurc customer buy-in.
We will assist the City staff in evaluating policy decisions which influence the alternatives and final
recomumendations to be included in the final project report.

Consistent and Competent Project Management

The proposed project entails several different, yet interrelated, work efforts that will require effective
coordination between City staff, the consultant team, the stakeholder group, and the public. As such,
consistent and competent project management will be critical to the timely and successful completion of
the project. Qur management approach stresses communication, teamwork, objectivity, and
accountability for meeting project objectives and includes the following:

» Assignment of key project team members including:

¢ a strong project manager who will be responsible for facilitating a close
working relationship between the City and Black & Veatch team and who is
accountable to the City for meeting the schedule, budget, and technical
requirements of the project.

¢ a highly qualified staff with many years of combined cxperience providing
quality assurance and technical support and a knowledgeable subconsultant
to assist with public outreach.

> Development of procedures for regular and open communication between project
team members and City staff; and

> Assurance of budget and schedule control through the project manager's use of
Black & Veatch's sophisticated project accounting and management system
(BISNET).

Identification and Development of Issues

A rate study’s success depends largely on accurately identifying and classifying core issues and concerns
that are relevant to the cost allocation and rate setting process. We have worked with large utilities such
as the City of San Jose in identifying, defining, and addressing issues such as customer classifications,
rate equitability, billing, and winter vs. annual usage based rate design. We, along with our sub-consultant
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Katz & Associates, will work closely with the City, selected groups, and other stakeholders to identify
and define issues, seek input on the issues, and develop solutions during the study.

MWWD Operational, Sewer Service and Capacity Charges Review

The first step in a cost of service and rate design study is to conduct a thorough review of documents
pertinent to the study, such as financial and revenue plans; policy documents; past cost of service and rate
study reports; capital improvement program (CIP) schedules and financing; and other operational data.
We will also review the City’s existing sewer service and capacity charges for cost recovery, equitability,
conservation effect, and ease of implementation. We will compare the City’s sewer and capacity charges
with those of other comparable U.S. cities to obtain valuable insights into cost allocation methodologies
and rate design trends. '

Determination of Cost of Service Alfocations and Rates

It is important to allocate all costs of service first to cost components and then to customer classes to
design equitable rates. We propose 10 use defensible, cost-causative allocation methodologies,
recommended by SWRCB and WEF, which recognize general design considerations employed by
engineers when sizing wastewater facilities.

A utility generally incurs capital costs in direct proportion to the size of its facilities. In addition, utilities
are normally operated on the same basis for which they are designed. The City’s existing wastewater rate
structure does not take into consideration a COD factor. The COD component can significantly impact
wastewater treatment operation costs. Engineering knowledge of the considerations involved in the
design and operations of the City's sewer system is important in assigning operating and capital costs to
functional components and in subsequently determining the cost responsibility by customer classes.

The system-wide cost of service allocations will identify each class' (residential, commercial, industrial,
etc.) responsibility for costs based on an analysis of each class' flow and strength. This allocation will
yield the total cost of service by customer class. Each class’ cost of service will then be compared with
existing rate revenues. Black & Veatch will analyze this comparison to identify the degree of adjustment
that is needed in each class for full wastewater service cost recovery.

Our financial and engineering expertise enables us to develop defensible rate structures, either in
traditional forms or, when appropriate, innovative forms to address specific needs and circumstances.
Black & Veaich's will design wastewater rates that are based on sound rate making principles which can
be supported before regulatory agencies, commissions, councils, customer groups, or courts of law.

Development of Alternative Sewer Rate Structures

There is no unique fair and equitable method of allocating costs. The SWRCB recognizes this and this
allows us flexibility to design rates that meet the City’s requirements. Rate design should primarily be
based on cost of service methodology. However, other judgement factors such as, general public reaction
to changes in rates; the impact of shifts in the cost burden from one group of customers to another; the
pressure of special interest groups; and other factors need to be considered. To this end, we will develop
alternative rate structures, with particular emphasis on the single family residential customers. We will
assist the City in sclecting a rate structure that will provide the maximum degree of equitability among
customers, consistent with local practice and conditions.
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Stakehoider Involvement

Overall, the stakeholder involvement program’s role is to provide forums for identifying the main areas
of public concemn and roadblocks to acceptance early in the study process. When educated about the
issues, problems, and impacts, stakeholders will support a revenue program developed with their input.
This significantly aids in obtaining political approval and implementing the program.

Therefore, we have included Katz & Associates on our team to manage the stakcholder involvement
program. Our experience indicates that an independent third party facilitator increases the participation
and support from stakeholders. The City may choose to carry out the tasks assigned to Katz &
Associates. Black & Veatch will provide the technical support at stakeholder meetings. An important
part of this program is selecting the members of the stakeholder group, laying the groundwork for their
participation, expectations, and role. Katz & Associates, can work with City staff in convening the
stakeholder group. At a minimum, the group will include residential, commercial, and industrial users.

Development of Financial Pianning/Rate Models (Optional)

Black & Veatch has developed a financial planning computer model (BV-Plan Model) that will
provide up-to-date financial planning and rate design information about the City's wastewater
utility. At the City's option, Black & Veatch will design the model to specifically recognize the
unique needs, characteristics, and information base of the City's wastewater system. We can
provide training and consultation, rework to reflect future operation changes, and make special
presentations. Some of the features of the model developed in Excel and Lotus are:

* Allows files to be consolidated so that changes and updates are automatically
recalculated in all files.
Provides planning estimates for up to ten years.
Furnishes an on-line customized Help Manual that is accessed via a Windows
icon.

¢ Allows users to manipulate several different variables to create unlimited
scenarios through a single data file.

¢ Produces customized reports and graphs through a separate Graphics Worksheet,

Scope of Services

Based on our understanding of the City's Request for Proposals (RFP), the City’s prior cost of service
study, and responses obtained from the City 1o the proposer’s questions, we propose the following tasks
to address the City's needs.

Project Management

This project component includes general project coordination, staff direction, administrative activities and
project meetings throughout the course of the project.

Task 1 — Project Mana; n

1.1 Coordinate project activities among Black & Veatch staff, subconsultant and the City
Project Team. Provide direction to staff as required to meet project objectives and
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deadlines.. Ensure adequate levels of staff throughout the course of the project.
Review all study-related work and provide overall quality assurance.

12 Assist City staff in presenting study results to various elected officials, SWRCB, and

the public.
13 Perform general administrative duties, including client comespondence, billing, and
project documentation.
T - Meeti clud ke i

A\
The Black & Veatch team will meet with the City on a frequent basis throughout the study to ensure
on going communication. These meetings will include:

2.1 Project Initiation Meeting. Attend a Kick-off meeting with the City project tcam at
the beginning of the study to establish goals, to identify major interests and concerns,
and to discuss activities that involve the public. The session will also facilitate
discussions of the overall approach and strategies that will be used by the City and
Consultant during the course of the project, reporting requirements, and project
schedule.

22 Mid-Course Project Meetings. Black & Veatch will conduct mid-course meetings to
discuss the course of the study and to seek direction. Wec will review issues,
alternative rate structures and the schedule of rates. We will also discuss the impacts
on customer groups and elicit feedback.

2.3 Draft Review Mectings. 1t is expected there will be two such meetings. We will
review the City’s comments and discuss necessary modifications.

24 Public Hearing Meeting. Present final report findings and recommendations at
public meetings of the City Council.

Identification and Development of Issues

Task 3 — Identification and Development of Issucs

Several key issues that are relevant to the cost of service and rate setting process need to be identified
and clearly defined. We will work with the stakeholder group to identify issues. We will analyze the
issues, develop solutions and present them to City staff and the stakeholder group. This is an important
element of the study and includes the following subtasks:

3.1 Develop a stakeholder questionnaire, which will cover all areas where input is desired.
Schedule and conduct fifieen stakeholder interviews with identified representatives.
Develop an issues matrix at the conclusion of the interviews. In addition a summary

report will be prepared.

3.2 Define issues in conjunction with the City staff and the stakeholder group. Some of the
issues that will be considered are:

-
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Faimess and Equity in the existing rate structure and rates
Appropriateness of the existing cost of service, allocation methodology
Appropriateness of existing customer classifications

" Evaluation of size and timing of capital projects

33 Analyze selected issues and provide solutions. Discuss the solutions with the City staff
and the stakeholder group, seek input, and provide recommendations.

Background Review
Task 4 — Background Review .

This project component will involve collection of pertinent data for the study, discussion of any relevant
background information, and review of data. Specific subtasks include:

4.1 Prepare an initial request for financial and operational data and other pertinent
information needed prior to the first meeting with staff representatives. Maintain a file
of all documentation gathered.

42 Review data pertaining to SWRCB requircments, prior cost of service study, City’s 10-
year financial plan, rate resolutions, and all other relevant policy issues. In addition,
review financial and statistical data and prepare preliminary analyses of data and
information obtained from the initial data collection activity. Review City’s billing
information and provide if required, guidelines for preparation of billing summaries.

MWWD Operational Review
Task 5 — Operational Review

This project component will involve data collection specific to the operational aspects of MWWD,
Collection of operational data will provide a thorough understanding of the operating characteristics of
the wastewater system with reference to system capacity, operational policies and procedures, plant
loadings, wastewater system revenues and expenditures, CIP and so on. Specific subtasks include:

5.1 Review the City’s CIP for reasonableness of schedule. We will also review the City's
planning documents for City’s growth needs and capacity provided.

52 Evaluate capital improvement financing methods and develop financing alternatives
including long-term debt, annual operating revenues, system development charge
revenues, funds on hand and direct contributions.

53 Review relevant financial data to estimate revenues based on current rates and fee
levels, incorporating the projected number of customers and service requirements.
Review and project revenues from miscellaneous sources such as interest carnings,
miscellaneous service fees, or other sources.

54 Develop annual revenue requirements of the City taking into consideration, factors
such as inflation, routine capital expenditures, annual operational expenditures,
system growth, debt service, and other cash obligations.

[£X4.BLACK & VEATCH 11
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55 Develop future cash flow analyses for a five-year study period (or as designated by
the City) showing application of revenue under existing rate levels and the revenue
adjustments required. Such an analysis is imperative to meet the estimated future

- annual revenue requirements.

56 Evaluate and recommend reserve balance that needs to be maintained in the City’s
operating and capital funds.

Review of MWWD’s Current Sewer Service and Capacity Charges

1

Task 6 — Review of Current Sewer Service and Capacity Charges

A thorough review of the City’s existing sewer service and capacity charges is essential to obtain
insights into issues of equitability, cost recovery, and conservation effect. In addition, we will
compare MWWD’s current sewer service and capacity charges with those of comparable U.S. cities
to review cost allocation methodologies and trends. Black & Veatch conducts bi-annual sewer and
water surveys and has a wealth of information to perform comparative analysis. Specific subtasks
include:

6.1 Review MWWD’s existing sewer service and capacity charges for cquita'bilit.y
among the different customer classes. Evaluate capacity charges to determine if
existing and potential users pay their fair share of costs.

62  Compare the City'’s sewer service and capacity charges with those of other
comparable cities to determine the reasonableness of charges and tabulate the
findings for inclusion in the study report.

63 Review cost of service allocation methods used in other comparable cities to obtain
insights into the commonly used methodologies.

Allocation of Costs of Service to Cost-Causative Components
- i f Costs o

The City’s projected cost of service for a representative test year (within the study period) will be
allocated to cost-causative components of flow and strength. This task requires the classification of
costs and the allocation of costs to cost-causative concepts. The cost allocations will be in accordance
with generally accepted utility practices. Specific subtasks include the following:

7.1 Determine appropriate functional classifications of costs for cost allocation purposes.
Such classifications could include, sewer collection costs, sewer treatment cost
factors (COD, TSS), and general, administrative, and overhead costs.

7.2 Determine actual cost of service for the wastewater enterprise that needs to be
recovered from users. The cost of service determined will be revenue requirements
net of miscellaneous revenues and as indicated in Task 4, will reflect reserve and rate
stabilization requirements,
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Allocate the cost of service to cost-causative components. For wastewater, cost
components include volume, strength (COD and TSS), and customer costs. In
addition infiltration and inflows will also be considered. These will represent the
revenue requirements to be met from wastewater charges and fees over the five-year
study period.

Allocation of Cost-Causative Components to Customer Classes

— Allocation of Costs to Customer Classes

Black & Veatch will review existing wastewater customer classifications for appropriateness, review
and analyze historical customer class characteristics, and allocate cost of service to customer
classifications. Specific subtasks include the following:

8.1 Review existing customer class designations to determine their appropriateness and
recommend revised or new customer class designations as needed.

82 Review and analyze historical wastewater contribution and strength characteristics by
customer class or subclass. Estimate the relative responsibility of each customer
class for cach of the functional cost clements.

83  Distribute the cost of service component costs to the various customer classifications,
identified in subtask 7.1 above, using a unit cost approach, on the basis of the relative
responsibility of each classification for service provided.

84  Compare current revenues under existing rates by each customer class with the
allocated cost of service to determine:

+ the adequacy of present revenue levels for each class
¢ the adjustment in rates required to equitably distribute costs to the
respective classes of customers for the wastewater system.

8.5 Determine a schedule of wastewater rates in compliance with Proposition 218, for the
different customer classes based on the unit costs and cost allocations determined in
Task 8.3.
Development of Alternative Municipal Sewer Rate Schedules
- op Al ive Municj t |
Black & Veatch will cvaluate the City's existing wastewater rate structure and develop altemmative rate
structures. The alternative rate structures will be designed to fully recover each customer class’s
share of costs. The following subtasks will be performed:

9.1 Evaluate the City's existing wastewater rate structure for equitability among user
classes and for reasonableness.

9.2 Develop alternative rate structures to fully recover the costs from each customer
class. The City’s current sewer rate structure is based on flow and SS. We will
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propose alternative rate structures that address factors such as the COD parameter;
actual and winter usage of water with and without upper limit, in the case of single
family residential users. Other altematives may include uniform rates, tiered rates
considering water conservation, extra strength surcharges, and other issues as deemed
appropriate. We will ensure that the alternative structures meet SWRCB guidelines,
are consistent with the requirements of Proposition 218, and provide options within
each customer class for revenue generation.

Present Concepts, Options, Alternatives, and Reports to Stakeholders’ Group

This project component involves the formation of the stakehplder group through a stakeholder
research process and presentations to the stakeholder group.

Task 10 - Stakeholder Group Formation (Optional)

Convening a stakeholder group with adequate representation from all the different customer classes
and other interested parties is key to the success of the public involvement program. Specific
subtasks include:

10.1  Convene a stakeholder group with members selected through a stakeholder research
process, if desired. The public outreach consulant Katz & Associates will participate
in an initial partnering session with City staff. The purpose of the meeting will be to
determine overall strategies and timelines, as well as to identify those organizations
to be approached during the stakeholder interview process and included on the PAC.
It is anticipated that the final recommended list of participants will need mayoral or
council approval.

10.2  Participate in stakeholder meetings to educate the PAC with respect to all aspects of
the cost of service and rate design studies. Katz & Associates will participate in
regular project team meetings. They will prepare and deliver updates on the progress
with regard to the stakeholder review process, formation and coordination of the
PAC, updates to elected officials and City staff, and all other community
involvement activities. Katz & Associates will assist with the development of
presentations to be made regarding the status of the project.

k 11 — Presentation of Concepts, Options, Alternatives, and Re to Stakeholders’ Grou

This project component involves presentations to the City staff, and the stakeholder group.
Recognizing the importance of this study to the City, community, and the stakeholders, we will attend
eleven meetings with the stakeholder group and conduct presentations on all aspects of the study
covering project objectives, issues, study methodology, cost of service and rate design concepts, rate
structure alternatives, fecommendations, draft and final report. Past experience suggests that
conducting eleven meetings in the scheduled time period would require strong commitment from
stakeholders. A program with seven to eight meetings may be more appropriate. Specific subtasks
include:

11.1  Prepare a series of issue papers on key topics throughout the course of the study.
These papers may cover, but not be limited to, the following aspects of the study:

-
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Wastewater system description and backgroun
Treatment basics and regulations .
. Fundamentals of cost of service, SWRCB. Proposition 218 requirements
Cost allocation methodology
Customer class designations based on strength parameters
Design of rate structure
Design of alternative rate structures to address inter-class and intra-class
equity, mitigation of impact, and other related matters.

e 6 0 » & o o

112 Conduct audio-visual presentations on cost of service issues and ratesetting concepts
to both educate and to obtain feedback from the Stakeholder group.

113 Develop recommendations and implementation strategies based on stakeholder input.

Preparation of a Comprehensive Study Report
Task 12 ~ Comprehensive Study Report

This project component involves the preparation of a draft report, which provides details on the
methodology, findings, and recommendations, draft report discussions, and the preparation and
submission of the final comprehensive study report. Specific subtasks include:

121 Prepare and submit 20 copies of a draft report, including an executive summary. The
report will clearly explain our findings, recommendations, the methodology used, and
document the stakeholder involvement. Our report format and content will be simple
and well organized with figures and charts for ease of reading and understanding by
council and the public.

122 Discuss findings with City staff and obtain a critique of the report from the stakeholder
group to determine the necessary modifications.

123 Prepare and submit 20 copies of the final report after incorporating City and
stakeholder feedback.

Preparation of Final Revenue Pian for Submission to SWRCB

Task 13 — Preparation of Final Revenue Plan

Black & Veatch, will prepare a Final Revenue Plan document for submission to the SWRCB. The plan
will be prepared in accordance with the SWRCB requirements. We will also assist the City in
submitting the revenue plan and gaining SWRCB approval for the Final Revenue Plan.

Project Schedule and Deliverables

Black & Veatch has a strong track record of meeting client schedules and believe our resources and
experience will enable us to meet the City’s goals in a timely and efficient manner. A time-line
showing the key target dates and milestones is presented below. The schedule assumes a 29-week
study period with an April 1, 2000 project start date and indicates completion by October 31, 2000.
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Project Schedule and Deliverables
# June * Oclober
Yook Ending [331[ 7774 21 | 19 623 0| 7 14 212014 11 102517 B 1522256 19 20
Notice 1o Procesd : .
TVask 1 - Project Management 3 TN L A I . A L TR A e PO N S 7%
Task 2+ Stoff Mastings . . .

Toak 3 - I stion and Develop of issues
Taek 4 - Backgrownd Review

Tash § - Oparabional Review

Task & - Raview of Current Service & Capacity Charges
Task Y - Aacaion of Costs of Service

Tank 8 - Alocalion of Costs 1o Cusiomes Classes
Tank 9 D P Sewer Rate

Task 16 - Stakeholder Group Formeton {Optonal)
Task 11 - Proseniation 1o Stalwholders’ Group
Task 12 - Comprshansive Study Report

Tank 13 « Presentation of Final Reverwe Plan

F. Preliminary Schedule of Costs

Tochnica) Consultent Services S ou@ironaing., S
Task 1 - Project Management 10] $6,450
Task 2 - Meetngs (Exciudes Stakehokler Meetings) $0
2.1 - Project Intiation Meeting 8 $3240
2 2 - Mid-Course Meatings 16 $4,000
2.3 - Draft Report Meetings 16 $4.000
2 4 - Public Hearng Meeting ) $1,800
Task 3 - entification and Development of Issues 20 $6.540
Task 4 - Background Review 8 $2.800
Task 6 - MWWD Oporational Review $4.400
Tesk 6 - Review of Currert Sewer Service and Capacty L
Charges 4 $2.580
Task 7 - Alocation of Cost of Service 1o Cost-Causative
Components $6,520
Task 8 - Allocation of Cost-Causalive Components 1o
Customar Classes $5,900
Task 9 - Develop Akemative Municipal Sewer Rate Schedule $7,120
Task 11 - Present Concepts. Options, Altomatives 1o
Stakehokiers’ Group 10] $27.950
TJask 12 - Comprehensive Swdy Report $10,820
Task 13 - Praparation of Final Revenue Plan I D $2,.200
[Totel Hours FEECSOURSRFRTRS - 5007 12 . idi2e0 Z 1:396,100 |
Hourly Billing Rutes
. 813,000
> ad pr e g 7$109,300
Task 10 - smm Fomalon. motngs Fncilmbn {Katz & Asscciation) fa] $30,000 - saoooo
:[a} The cost witi depend on the actual scope of stakoholder services dedtred.” VLT HF 2 B - & AT T :
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Sudhir D. Pardiwala

PROJECT ASSIGNMENT
Project Manager

EDUCATION

B.S., Chemical Engineering, Indian Institute of Technology, Bombay, 1974
M.S., Chemical Engineering, Arizona State University, 1976

M.B.A. (Finance and Accounting), University of California, Los Angeles, 1982

REGISTRATION
Registered Professional Engineer (Chemical and Civil): Californja

AFFILIATIONS
AWWA, WEF, California Municipal Finance Officers Association, Association of California Water
Agencies

RELATED PROJECT EXPERIENCE

Mr. Pardiwala has over 24 years of experience in financial studies and engineering. He has extensive
expertise in water and wastewater utility cost accounting, budgeting and valuation, financial and revenue
planning, and assessment engineering. He has completed numerous municipal utility water, stormwater,
reclaimed water and wastewater rate studics as well as system development fee studies, and has developed
computerized models for these financial evaluations. Mr. Pardiwala has assisted public agencies in
reviewing alternate sources of funding for capital improvements, including low interest state and federal
loans and grants, He has assistcd several utilities with State Revolving Fund and Water Reclamation Bond
loans. Mr. Pardiwala has also assisted utilities with organizational and staffing studies including
outsourcing, efficiency review and contractual arangements. Mr. Pardiwala has a strong background in
computers. His engincering education and background provides him with an excellent basis for financial
studies of public and municipal utilities.

Mr. Pardiwala has been Project Manager/Project Engineer for several water and wastewater revenue
program studies. These include the cities of Carlsbad, Oceanside, Chula Vista, Del Mar, Redlands,
Banning, Pomona, San Fernando, Burbank, and special districts such as Elsinore Valley Municipal Water
District, Sweetwater Authority, Carlsbad Municipal Water District, Ramona Municipal Water District,
Victor Valley Water District, and County Sanitation Districts of Omange County. These revenue programs
typically involve calculation of rates that are equitabk, relatively easy © implement, and meet the political
and social constraints of the agency. In the case of wastewater revenue programs, the rates had to comply
with EPA regulations for grant funded agencics. Many of these studies have involved computations of
scenarios showing the impact of mandatory conservation, financial impacts and sensitivity analyses of
different scenarios. Financial planning is an integral element of most of these revenue programs and
involve review of alterate financing of capital projects, low interest loans such as the Statc Revolving
Fund and Department of Water Resources program such as local Water Supply, Groundwater Recharge,
and Water Conservation programs. As part of developing Revenue Programs, Mr. Pardiwala has assisted
in designing Rescrve Funds for Operations, Replacement and Expansion.

2 Management Consutting
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Comprehensive Best Practices Study, City of Los Angeles, California. Currently performing a

comprehensive study of the City’s Bureau of Sanitation (BOS) program, including operations and
maintenance, capital program planning and implementation of support services. The objective of the
study is to determine the efficiency and effectiveness of BOS in carrying out its mission; in meeting
legal and regulatory requirements, and in its use of people, materials, space, and technology.
Recommendations given to the City consist of cost and resource requirements, time to implement,
and benefits.

Performance Appraisal of Wastewater Contrac i ity of Riglto, Californig. Project
Manager for the review of privately operated wastewater {reatment plant. Reviewed staffing,
compliance with regulatory requirements, operating and maintenance procedure, and cost
effectiveness. Drafted a new more stringent agreement that saved the City tens of thousands of
dollars.

Water Rate Study, Connection Fees, Financing Plan, Goleta Water District, Goleta, California.

Prepared a ten-year financial plan and determined urban rates and agricultural rates. Received
community input for rate implementation. Cannection fees were calculated based on capitalization
of future debt payments. Rate model and training were provided.

Water and Wastewater Rate Study, City of Rialto. Rialto. California. Assisted City with the

development of a revenue program so that the City could qualify for low interest SRF loans to fund
a wastewater treatment plant expansion. Applied for these funds from the SWRCB and had the
application approved in a record time of under three months. Developed a long-term water revenue
program to increase equity and align rates to provide greater equity and meet Proposition 218
requirements.

Water. Wastewater and Reclaimed Water Study, City of Burbank, Burbank, California. Implemented

& wastewatcr revenuc program to comply with the revenue guidelines of the State Water Resources
Control Board so that the City wonld continue to be eligible for state and federal assistance.
Implemented an automatic adjustment of rates up to the amount of inflation and pass through of costs
that were not directly under the control of the City. On the water side, developed a water conserving
rate structure and a financial plan to meet the ongoing expenses and expected capital expenses. The
rate structure was based on peak summer usage so that users with higher demands paid in proportion
to the service received. Assisted agency set up a reclamation revenue program. Prepared
applications for low interest funding from the SWRCB under the Water Reclamation Bond law.

Designed strategies for collecting Readiness-to-Serve Charges and New Demand Charges from the
customers in a fair and equitable manner. This included incorporating the New Demand Charge into
a connection fee.

W venue Progra. unty Sanitati istri

California. Assisted with a study to determine fair and equitable allocations of operating costs in
accordance with EPA regulations. The study involved review of various methods of allocation,

2 Management Consuiting

Montano-502

C0S002229



Sudhir D. Pardiwala

allocations of individual processes to develop allocation factors to wastewater flow, biochemical
oxygen demand and total suspended solids.

inancin nd 111 Barstow Visali lifornia. Developed

stormwater financing plans and rates for these two cities helping create new enterprises to provide
stormwater service. An important element of stormwater studies is the determination of runoff from
different types of properties to determine the contributions of flow so that charges can be levied
equitably.

. : alifornia. Assisted the Agency with
their plans to unport State Watet Project watcr into thc Agcncy by connecting to the State Water
Project line. Financing mechanisms included Farmers Home Administration (Rural Development
Admission) loans, standby charges, connection fees, and debt financing.

Municipal Water Di Isingre, California. Responsible for
determining connection fees by zone to assign costs equitably. The connection fee was calculated
by different major components such as source of supply, transmission, storage, treatment, pump
stations, and distribution. Project schedule, interest camings and inflation were considered in
determining the fees and projecting fees for future years.

Water, Wast r, and Reclaimed Water Revenue Program. Ci lifornia.

Participated in a Citizen's Review Committce Process to educate and solicit input from that
committed to develop a revenue program that would be acceptable to the community. Issues such
as reclaimed water discounts, conservation rates, equity of water and wastewater rate structures for
multi-family units and capital financing were considered in the process.

Bond Feasibili ity o Burl| California. Assisted with writing the Official

Statement, defining risks and providing an opinion on the technology, the project, project costs and
schedules. Also provided financial analyses.

| Assessment, Bi r Municipal Water Distri i lifornia. Provided
assistance to levy assessments on leased property of the U.S. Government and managed by the Forest
Service for the dam improvements mandated for Big Bear Lake. Also managed the original
assessment of the other propexties and prepared a refund program for over 35,000 accounts after the
District received a grant under the Davis-Grunsky Act.

Wastewater Rate Study. Citv of Encinitas. Encinitas. California. The City is served by two

wastewater agencies with customers billed on the basis of EDUs. The EDU definitions were
reviewed, revised and the customer database updated. In addition we reviewed connection fees,
anncxation fees and reclamation fees. A subsequent revision 10 the rate structure consisted of billing
all customers based on water consumption. Residential users were billed based on winter water use
to encourage conservation and provide greater equity.

. Change in Metro, n Water Districts’ Rate Structure inore Valley We i
Elsinore, California. Designed strategies for collecting Readiness-to-Serve Charges and New
3

Management Consulting

Montano-502

C0S002230



-

Sudhir D. Pardiwala

Demand Charges from the customers in a fair and equitable manner. This included incorporating
the New Demand Charge into a connection fee.

Yaluation Study. Citv of Carlsbad, Carlshad, Californig. Assisted City in acquiring a wastewater
company. Valuation of physical wastewater facilities was completed to determine an appropriate
amount of depreciation or fixed asset replacement amount to be set aside each year.

Valuation Study, City of Chino, Chino, California. Performed a valuation study for the City to help
in the acquisition of a water company. The facilities of the Water Company were old and
dilapidated. The main value of the company was the water rights. Valued these by several different
mechanisms. .

In addition to the individual project descriptions shown above Mr. Pardiwala has assisted as Project
Manager or Project Engineer with several other studies including the following:

Obtain loans from the State Revolving Fund. These include reclamation projects for Orange County
Water District, Cities of Burbank and Pasadena, wastewater projects for Cities of Corona and Pomona,
and backup power for City of Riverside. These projects included applications, financial and economic
analyses, environmental, conservation and other issues required for eligibility.

Collection of wastewater service charges on the tax roll. This involves setting rates and defining charges
for individual parcels to be sent to the County Auditor-Controller's office reading, processing, creation
of County Assessor’s data and the tax roll data is done in-house. Mr. Pardiwala has wide experience in
this area having worked with data for the Counties of Ventura, Los Angeles, Orange, San Bernardino and
Riverside. He has managed special assessment projects for Simi Valley Sanitation District, City of Culver
City, City of San Fernando, Big Bear Municipal Water District, San Gorgonio Pass Water Agency and
Dana Point Sanitary District.

PUBLICATIONS/PRESENTATIONS

"Strategies for Gaining Public Acceptance of Water Rate Increases and Restructurings,” with J.R.
Leserman and R.W. Howell, AWWA Annual Conference, June 1991,

"Gaining Acceptance of Utility Rate Increases,” with J.R. Leserman, Public Works, June 1992.

"State and Federal Funding,” CWEA State and Federal Funding, November 1998.

"Are You Collecting All of Your Miscellaneous Fees?," AWWA Presentation, April 1999.

/] Management Consulting
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Prabha N. Kumar

PROJECT ASSIGNMENT
Project Staff ’

EDUCATION

B.A. (English), Madurai-Kamaraj University, India, 1984

ML.A. (English), University of Madras, India, 1986

M.Phil. (English), University of Madras, India, 1990

M.B.A. (MIS & Marketing), University of California, Riverside, {998

RELATED PROJECT EXPERIENCE

Ms. Kumar has conducted feasibility, utilization and market research studies. Her areas of expertise
include economic analysis, business analysis and strategic planning. At Black & Veaich, Ms. Kumar has
been involved in the following projects:

®  Water Customer Servi ineeri ity of Phoeni eni izona. Recently completed
Activity Based Costing for the Water Customer Services Division. Identified core activities
performed in the division, allocated employee time across core activities, identified relevant overhead
costs, and allocated direct labor and materials cost and indirect overhead costs across the core
activities. Determined unit cost per activity based on the total cost per activity and the annual activity
volume.

14 t ity of Palo Alto, Palo Alto, California. Involved in performing comparative

analysis of CIP Expenditures/CIP Engineering Cost ratio and CIP Expenditures/CIP FTE ratio for six
different cities, and determining appropriate staffing for the City of Palo Alio’s Infrastructure
Management Program.

® Comprehensive Best Practices Study, City of Los Angeles, Californig. Currently performing a

comprehensive study of the City's Bureau of Sanitation (BOS) program, including operations and
maintenance, capital program planning and implementation of support services. The objective of the
study is to determine the efficiency and effectiveness of BOS in camrying out its mission; in meeting
legal and regulatory requirements, and in its use of people, materials, space, and technology.
Recommendations given to the City consist of cost and resource requircments, time to implement, and
benefits.

b Agreement Review B istri n ac ia, Conducted a cost
analysis for the provision of replenishment water. Study includes a review of both capital and
operating costs involved in the production of tertiary treated replenishment water. Established
replenishment water costs for different levels of production. Also was responsible for reviewing and
recommending necessary changes to the legal agreement between the City of Long Beach and Long
Beach Water Replenishment District.
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Einancial Incentives Study. City of Modesto, Modesto. California. Developed financial incentives 10
reduce flow and BOD strength for the canncrics in the City of Modesto. Conducted economic
analysis of different options taking into account the change in revenues, and capital and operating
costs in order to insure that the City has adequate funds to provide incentives. Identified the level of
incentives the City could provide to the canncrics.

Asset Replacement Study. American Bottoms, Sauget. California. Estimated asset replacement

requirements for American Bottoms® water and wastewater treatment facilities for a period of thirty
years. Based on the replacement schedule, developed a cash flow analysis to estimate the levels of
funding to be maintained annually in the Repair and Replacement Fund.

Goleta Reclaimed Water Connection Fees, Goleta Water District, Goleta, California. The Goleta

Water District had constructed a reclaimed water plant during the early nineties to ease impacts of the
drought. The connection fee was initially based on anticipated plant output. We reviewed the supply
and demand to optimize plant output and reduced the connection fee to a more reasonable level.

Anthem Contract Agreement Review, City of Phoenix, Phoenix, Arizona. Conducted impact analysis

for the proposed Anthem development project. Conducted Asset Estimate for Water Infrastructure
=~ both Backbone and Distribution network- for the proposed development. Reviewed contract
agreement between City of Phoenix and developer.

o
=

iancial ¢ A { je 4 1 icipa ¢! L2SET [sinor
Currently involved in investigating alternative methods of charging wholesale customers in the
district. The study also involves cost of service analysis rclating to major transmission line, which
supplies water to the district. In addition, the district’s share of Readiness-To-Serve (RTS) charges
and the standby charges collected from the parcels will be estimated.

Water and Wastewater Rate Study, Ciry of Cloverdale. Cloverdale, Californig. Currently assisting

the City in reviewing the rate structures and rates for the water and wastewater enterprises. As part
of the study we revicwed the capital improvements program, reviewed the strength characteristics of
the different classes of customers, and determined revenue requirements. We also assisted the City
in streamlining their customer classifications and account information. The study involves a cost of
service analysis, five-ycar cash flow analysis, determination of the financial responsibility of the
different customer classes based on Joadings and water usage patterns, and the design of water and
sewer rates for the different customer classes.

(3
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Doug Sain

Education

Urban Studies & Planning -
Bachelor of Arts
University of California, San Diego

Affiliations

San Diego Chapter of the
American Red Cross

Children’s Hospital

Mayor Golding's San Diego
2000 Committee.

Project Involvement

® Housing Trust Fund Fee
cut

* Redevelopment Agency
projects

s Selected Committee on
Government Efficiency and
Fiscal Reform
State Route 56

* Mid-City Transportation
Corridor Study

* San Diego Convention
Center and Qualcomm
Stadium expansion

* Regional planning of the
North City Future
Urbanizing Area

oug Sain recently formed a government affairs consulting

practice after more than eight years of City of San Diego
political and policy consulting. As an independent consultant,
Doug provides government, public affairs, and imaging
consulting with an emphasis on public infrastructure and
financing.

Most recently, Doug served three consecutive years as the City
of San Diegos Council Committee Consultant on Natural
Resources and Culture. In this role, he provided the Council
and public with policy analysis about matters before the
Committee, such as the City’s water, wastewater, solid waste,
regional parks, and hotel-tax policies. Through this role he had
extensive interaction with the Mayor’s office, Councilmembers,
City Attorney, City Manager and respective City Department
leadership, other municipalities, Board-members and staff of the
San Dicgo County Water Authority, Metropolitan Water
District of Southern California, California Department of Health
Services, U.S. Bureau of Reclamation and organizations like the
Southern California Water Committee, Greater San Diego
Chamber of Commerce, BIOCOM, Building Industry
Association, Sierra Club, League of Women Voters, and

Community groups.

Some of the specific issues that Doug has been directly involved
with were water transfer and wheeling agreements and State
legislation; CALFED Bay-Delta plamning; MWD: Strategic
Plan, Long Range Financing Plan, Inland Feeder, and Eastside
Reservoir audit; SDCWA: Water Rate Study, Emergency
Storage Project and Infrastructure Access Charge, voting code
revisions, and Colorado River issues; and, City of San Diego:
Strategic Plan for Water Supply, alternative water supplics,
$773 million water rate increase, North City and South Bay
water reclamation, solid waste financing plan, Federal Ocean
Pollution Reduction Act and NPDES permit, Sea World lease
expansion, and Council Policy 100-03 (TOT) revision.

Prior to his work as the NR&C Committee Consultant, Doug
did extensive land use policy work with the City Council. He
served as the Councilis Land Use and Housing Committee
Consultant, Legislative Analyst to Councilmember Harry
Mathis, Council Representative to Tom Behr, early work as a
speechwriter 1o Real Estate Consuliant Sanford Goodkin,
commercial real estate broker, and construction supervisor.
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